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Editorial

As we are set to move into 2022, | wish our readers and their family members a very
warm and Happy New Year.

The 37" Sir Purshotamdas Thakurdas Memorial Lecture was delivered through
a virtual platform on November 12, 2021 by Shri Supratim Bandyopadhyay,
Chairperson, Pension Fund Regulatory and Development Authority (PFRDA) on
“Increasing Longevity: Significance of Pension & Innovation”. According to the
speaker, the expansion of security cover for the entire working population of 40-
50 crore individuals to ensure old age income security is a primary requirement to
Mr. Biswa Ketan Das ensure a_ life _of dignity. for the eldgrly population. Th_is task of enrolling this hqge
Chief Executive Officer, number. mtg in a pensmn schemg is enormous. A wider covgrage qf the. working

IIBE Mumbai population in pension schemes will enable the fund homes to invest judiciously for
creation of assets that will help in nation building. Pension assets are long term
funds and are most suited for financing infrastructural projects and at the same time,
these investments would facilitate in deepening the capital markets and support
government borrowings programmes. The speaker concludes by mentioning that
financial systems will evolve in the right direction to overcome the imminent challenge
of ageing population which is inevitable and the elderly citizens of our country will
have a life of dignity and respect. The first article of this issue brings gist of the
lecture to our readers.

i

The theme of this issue of Bank Quest is “International Financial Centers”. Quite
aptly, the first article on the theme of this issue is penned by Shri Injeti Srinivas,
Chairperson, International Financial Services Centres Authority (IFSCA) on “IFSCA’s
approach to regulatory regime for banking business in GIFT-IFSC”. In the opinion of
the author, India’s strategic geographic location, strong economy, well-developed
financial system, large population of English-speaking and technologically skilled
youth give a competitive edge to India to have IFCs. In April 2020, the International
Financial Services Centres Authority (IFSCA) was established as an independent
unified regulator for business and entities in IFSCs, under the International Financial
Services Centres Authority Act, 2019. The article goes on to highlight the importance
of the International Financial Centres with special focus on the IFSCA Banking
Regulations.

The next article is on the theme of this issue of Bank Quest and is jointly written
by Mr Rajesh Kumar, DGM, Treasury & International Banking Division, Union Bank
of India and Mr Prashant Sharma, Senior Manager, International Banking Division,
Union Bank of India on “India’s dream of being International Financial Centre taking
shape”. This article discusses various key products offered by International Financial
Centres and traces the development of International Financial Centres in India.

The fourth article of this issue is penned by Dr. T. G. Saji, Associate Professor (Finance),
School of Management Studies, Cochin University of Science and Technology &
Mr George Paul, Vice President, ESAF Small Finance Bank on “Offshore Finance
Centers: Means or Menace?”. In this article, the authors have discussed the benefits
and shortcomings of OFCs for the society and economy. They conclude by mentioning
that the financial climate prevailing in the OFCs cannot be experienced in any other
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economic landscape around the world and hence, it is no surprise that such financial
centers will flourish in future and global economy shall reap the benefits provided by
them.

The fifth article in this series is written by Mr Kommana V. Ganesh Kumar, Chief
Manager, State Bank of India on “Role of Artificial Intelligence & Analytics in Banking”.
The author has highlighted the growing role of artificial intelligence and analytics.
According to the author, artificial intelligence and analytics together provide cutting
edge tools to banks and enable management to take proactive decisions to achieve
their main goals viz., Business development, Profitability, Risk and Compliance. They
are the game changers and can help banks differentiate themselves and remain
competitive in the future data driven world.

The sixth article is jointly written by Mr Subhransu Gupta, Chief Manager (Research),
State Bank of India and Mr Havyang B. Zala, Assistant General Manager (Faculty),
State Bank of India on “Talent Management in the Emerging Banking Scenario”. The
authors have outlined Talent Management strategies adopted by Indian Banks and
have discussed various challenges of Talent Management. The authors conclude
by mentioning that from hire to retire, talent management program is pivotal to
address wider concerns such as employee engagement, performance management,
connecting employees to the organisation and thereby, achieving organisational
growth and development with specific reference to the banking sector

The next article is authored by Ms Alokita Krishna, a promising Ph.D. Scholar with the
West Bengal National University of Juridical Sciences and former Deputy Manager,
Clearing Corporation of India Limited on “Regulation of Decentralised Financial
Technology in the Derivatives Market”. In the article, the author talks about the
infrastructure available presently in the derivative market and its decentralisation,
regulatory outcomes of adoption of decentralised technologies and the way forward.

In addition to the above articles, this issue also features an article written in Hindi by
Dr Bibekanada Panda, Assistant General Manager (Economist), State Bank of India
and Mr Hiralal Karnavat, Former Assistant General Manager (Rajyabhasha), State
Bank of India on “fdd=T s’ W[ TS §F” |

We are happy to carry the summary of acclaimed Macro Research Report (2019-
20) by Dr P. Baba Gnanakumar and Dr Nelson Michael Justin on “Transforming
Rural Agricultural Cooperative Banks with Microfinance Model - A Ubiquitous way of
Banking Resurgence”.

All the articles in this issue are chosen carefully and we hope our readers will find
these articles enriching and stimulating.

The pandemic continues to pose challenges for all the organisation more specifically
Banks. Banks have devised new ways to engage with their employees and enhance
their morale. On behalf of lIBF, | take this opportunity to congratulate all the employees
of Banks for their commitment as to the organisations and selfless service to the
customers.

Take care and stay safe.
Biswa Ketan Das
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37" Sir Purshotamdas

Thakurdas Memorial Lecture

= Supratim Bandyopadhyay*

Apart from the common notion that ‘economic
strength of a country is measured by the development
of its manufacturing industries’, another important
factor that affects and gets affected by the overall
economic growth is the Population of a country and a
number of factors come into play when we talk about
population i.e. its growth rate, age structure, size of
workforce, economic equality, migration etc.

India currently is enjoying demographic dividend,
as the population of 1.4 billion comprises 67% of
young population in the age group of 15-64 years and
the elderly population constitutes only 6.4% of the
population.

With declining fertility rates (live birth per woman
decreasing from 5.90 in 1950 to 2.24 in 2020) and
increasing longevity with Life expectancy at birth -
69.7 years and Life Expectancy at the age 65 years
- 14.7 years, attributable to improving health care
systems, there is an emerging trend that it will lead to
a faster reduction in growth of working-age population
(15-64 years) and increase in elderly population.

The projections of UN Population Report of 2019
predict India to be the most populous country in the
coming years (2027) and the elderly population would
rise to almost 14% of the total population by 2050
meaning that the old-age dependency ratio (65+
year-olds as a share of the working age population)
would rise and the Potential support ratio (ratio of
the population aged 25-64 to the population aged 65
years or over) would decrease from 7.7% to 3.9%.
In simple words, the number of individuals working

Increasing Longevity: Significance of Pension
& Innovation

to support the elderly population will decrease over
the years and will exert more economic pressure on
them. A rising dependency ratio will exert downward
pressure on GDP per capita growth.

The ageing pattern is changing rapidly and the way it
is changing, our country’s demographic dividend will
be reversed in the next 30 years.

In addition to the changing demographics, India
is witnessing cultural shifts also. Nuclear families
are on the rise due to urbanisation and migration of
population from villages to the cities with changes in
occupational structures and female employment. It
is an acceptable fact that children nowadays, prefer
to live separately without their parents, denoting
disintegration of the joint family culture which offered
economic support to the elderly parents.

Concepts of old age homes are being implemented
and widely getting accepted in the society and there
has been an annual increase of 25% in the number of
old age homes. In 2016, the number of old age homes
was around 500 which have risen to 728 and only 325
are free and 95 of them are on a pay-and-stay basis
as per a news portal (the sparrow). The average cost
of living in a paid old-age home is around Rs 50,000
per annum and can go upto Rs. 15 lakhs per annum.

Product like reverse mortgage loan has also been
launched in India in 2008 that provide regular flow of
income/finances to benefit the elderly owning a house
but are having inadequate sources of income to meet
their current needs. However, that also has not met
with much success.

*Chairperson, Pension Fund Regulatory and Development Authority (PFRDA).
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The question now arises, are we prepared for these
imminent changes and limit its implications.

From an economic standpoint, an aging population will
impact labour productivity as physical and cognitive
abilities of older workforce declines with age and
this will compel investments in newer productivity-
enhancing technologies to maintain the tempo of
growth trajectory. At the same time to support the
elderly population with adequate income and provide
improved medical facilities, situation will demand
large outlay of funds for old age income security
and healthcare services which will exert tremendous
pressure on public finances. In other words, revenue
collections will get expended in non-developmental
areas than creation of asset/capital.

Therefore, it becomes essential to have a clear
understanding of the interconnections of capital-
labour ratios, its resulting effects on factor prices,
production, savings and investments and lay down a
well-thought-out policy to address these challenges.
Economic policy plays an important role, either
directly through changes in public saving or indirectly
by providing incentives to households to save or
supply work and to entities to invest & innovate.

Aging can impact the banks’ business models also
with fewer young borrowers availing traditional
lending products leading to decline in loan-to-deposit
ratios and forcing banks to enter new activities and act
more like non-banks. Experiences of Japan suggests
that population aging has been an important driver of
an ongoing shift in regional banks’ business models,

Effect of Population Aging on the Financlal Sector

Aging can affect the stabifity and struciure of the financial systems Bhough its effects on
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moving away from primarily lending-oriented banking
towards a greater focus on securities investments
and fee-based sources of income.

An analysis by IMF found that economies with an
aging population tend to feature smaller term spreads
with less bank finance, which is consistent with other
evidence on the negative effects of flat yield curves
on bank profitability. The analysis suggested that the
increase in the old-age dependency ratio observed
in Japan between 1990 and 2015 could account for
upto 40% of the decline in the importance of bank
finance observed during the same period. For the G7
and G20-averages the estimates are about 20 and
30%, and for the world it is 6%.

The monetary policy and the financial system also
gets impacted as retirement planning turns out to be
imperative for the workforce and savings & investment
behaviour of individuals change, seeking real returns
(inflation protection) to secure their retirementincome.

In the Indian context, the retirement space is quite
fragmented with statutory and voluntary schemes
applicable to different segments of the workforce and
roughly less than 15% of the working population are
covered under formal pensions.

e National Social Assistance Programme (NSAP)
comprises of Indira Gandhi National Old Age
Pension Scheme (IGNOAPS), Indira Gandhi
National Widow Pension Scheme (IGNWPS),
Indira Gandhi National Disability Pension Scheme
(IGNDPS), National Family Benefit Scheme (NFBS)
and Annapurna

e  Civil Service Pension —discontinued and replaced
with NPS - National Pension System regulated
by PFRDA

e Employees’ Provident
Pension Scheme

Fund & Employees’

e Approved Superannuation Funds & Recognised
Provident Funds

e Special Provident Funds - Coal Miners, Seamen,
J&K, Assam Tea Plantations

The Journal of Indian Institute of Banking & Finance



e  Social Security Schemes of Government - Atal
Pension Yojana being administered by PFRDA,
Pradhan Mantri Shram Yogi Maan-dhan (PM-
SYM), Pradhan Mantri Karam Yogi Maan-dhan,
Pradhan Mantri Kisan Maan Dhan (PM-KMY)

e Public Provident Fund
¢ Annuity Plans of Life Insurance companies
e Retirement Plans of Mutual Funds

The Indian Pension System has been ranked 40™ out
of 43 countries in the Mercer CFA Institute Global
Pension Index Report of 2021 with Philippines,
Argentina and Thailand below India. The report
compares the retirement income system of countries
based on 03 sub-indices - adequacy, sustainability
and integrity and on the Indian pension system it has
commented that “the overall index value for the Indian
system could be increased by:

¢ introducing a minimum level of support for the
poorest aged individuals

¢ increasing coverage of pension arrangements for
the unorganised working class

¢ introducing a minimum access age so that it is
clear that benefits are preserved for retirement
purposes

e improving the regulatory requirements for the
private pension system’

Another concern that predominantly exists is the low
level of financial literacy. As per (Global Financial
Literacy Excellence Center (GFLEC), only 24% of
adult Indian population are financially literate and
Pension literacy is even far lower. Steps have already
been initiated to improve the overall level of financial
literacy and a 5-year plan has been documented
through the National Strategy for Financial Education
(NSFE) - 2020-25 which lays down the roadmap
for dissemination of financial education to across
all sections of the society. Moreover, an institution
National Centre for Financial Education (NCFE) has
been set-up by the Financial Sector Regulators (RBI,
SEBI, IRDAI and PFRDA) for implementing the vision
envisaged in NSFE.

The Journal of Indian Institute of Banking & Finance

As per the RBI report, the household savings in
India is 11% of Gross National Disposable Income
(GNDI) out of which only 2.2% is for pensions and
this proportion has been range bound over a decade.
Post pandemic, there has been a drastic change in
financial behavior, as 90% Indians have changed their
personal spending preferences and 70% Indians have
placed emphasis in securing their future by investing
and savings, newer investments etc. Further, impetus
to this change has been provided by surging digital &
contactless payments (UPI, e-wallets, cards).

On alarger perspective, for addressing the challenges
posed by aging population progressions or ingenuities
needs to be built around the pension, healthcare and
fiscal framework of the country.

Changes are required in the public pension systems
to achieve a balance among a multitude of objectives;
ensuring  pension  sustainability, maintaining
appropriate national saving levels and providing
adequate old-age support. As reforming the public
pension system is challenging, alternative measures
such as automatic adjustment mechanisms can
be considered. The Defined Contribution Pension
schemes can support higher saving rates and with
wider coverage or increased replacement rates, the
pension system can be strengthened. NPS is one
such initiative which is regulated by PFRDA. As on
30" Oct 2021 the coverage under NPS & APY (a
Government guaranteed pension scheme) is 4.7
crores and the corpus accumulation is Rs 6.76 lakh
crore. Government employees both central & state
constitute 76.6 lakh subscribers, APY/NPS Lite
3.61 crore subscribers and 31.6 lakh subscribers
have joined voluntarily from 9000+ corporate and
individual segment. The average returns generated by
the Pension Funds is over 10% for the last 13 years.
(CAGR since inception).

The healthcare system and its spending can be re-
examined by focussing on primary and preventive
health care system, increasing health insurance
coverage and encouraging competition among
insurers and service providers and making more
effective use of health information technology.

October - December, 2021 7



The financial industry including Banks will also
be required to adapt themselves to the emerging
demographic landscape and meet the demands of
elderly population. With customers living longer and
share of elderly clients increasing over the years,
Banks will need to innovate their

e  Processes being user friendly
e Accessibility of services

e Product offerings being easily understood

e  Service Delivery is efficient

In India, we tend to refer financial products/schemes/
offerings for the elderly with a pre-tag or identifier as
“Senior Citizen’ and this notion should evolve towards
the way we engage with them for financial products
& services as with aging the cognitive and physical
abilities declines.

Banks have been working towards this and provide
dedicated counters, have senior citizen charter,
‘Senior Citizen Account’, simplified ways of collecting
life certificates from pensioners but some of the
thoughts that | would like to share is uniformly
applicable to the financial sector are:

e Simplify the processes so that they engage with
the minimal requirements of intermediaries for
their financial well-being.

e (Create awareness about ‘Facilities available for
Senior Citizens’.

e Content of financial literacy for senior citizens
may provide information about preventing scams/
frauds calls/mails, reporting of complaints, estate
planning tools, schemes/offers for pensioners,
suitable investment products and rights/facilities
available to senior citizens.

e Forms/Screens of kiosk/Apps may be made
simple, distinct and readable.

e  Customise products or design schemes that are
easy to understand and they can relate to.

8 October - December, 2021

e  Products offered should be appropriate to their
needs and based on personal assessment of
the elderly person’s financial circumstances and
understanding.

e Train the frontline staff to handle them with
sensitivity and respect as they often have many
concerns/questions and sometimes are impatient
and condescending.

¢ A dedicated channel for addressing their queries
and grievances redressal.

e Enable disbursement of social security benefits
or other benefits through an unique digital
identity system for reducing abuse and fraud to
some extent.

Our country is unique and the emerging challenge
needs to be dealt distinctively. The expansion of old
age income security to the entire working population
of 40-50 crore individuals is a primary requirement
to ensure a secured life of dignity for the elderly
population and this task of enrolling them in a
pension scheme is enormous. A wider coverage of
the working population in a pension scheme which
is contributory will enable creation of assets that
will help in nation building as these long-term funds
are invested in financial assets within the country.
Currently our pension assets are 14% of GDP in
comparison to 80% of GDP globally. (Netherlands
- 191%, Canada - 159%, Switzerland — 141%, US
- 147%, Australia - 135%, UK - 123%). Pension
assets are long term funds and can aid the economy
in financing infrastructural projects and at the same
these investments would facilitate in deepening the
capital markets and support government borrowings
programme.

I am confident that our financial systems will evolve
in the right direction to overcome the imminent
challenge of ageing population which is inevitable
and the elderly citizens of our country will have a life
of dignity and respect.

v
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= Injeti Srinivas*

A backdrop on International Financial Centres
(IFCs)

1. The pathbreaking developments in information and
network technology over the last few decades have
providedanunprecedentedimpetustotheinternational
trade as well as international financial services
activities. Alongside the continuous improvements in
the efficiency of transportation systems, the progress
in the spheres of communication technology had
resulted in many of the established international trade
centres also acquiring the characteristics of IFCs.
The cities such as London, New York, Tokyo and
subsequently, Singapore and Hong Kong, among
others, emerged as the major centres for international
financial services for supporting the international due

to their locational advantage.

2. We may consider an IFC as a clearly identified
geographical area that facilitates providing of a wide
variety of international financial services by and
to entities - foreign (‘non-resident’) as well as local
(‘resident’) to the country in which such geographical
area is located; under an internationally accepted
regulatory framework and relatively favourable tax
regime. Thus, an IFC is expected to have a heavy
concentration of financial services entities and large
values of international financial transactions.

3. However, in the modern world, a strategic

location with respect to international trade alone

IFSCA’s approach to regulatory regime for
banking business in GIFT-IFSC

may not be sufficient or even a necessary condition
for a city to acquire the features and status of an
international financial centre, as factors like political
and economic stability, quality of the business eco-
system, good physical and social infrastructure and
a conducive regulatory regime with emphasis on
investor protection without excessive restrictions,
assume greater importance in making an international
financial centre.

Challenges and importance of IFCs for developing
economies

4. The fundamental economic theorem based on
merits of competitive market forces would imply that
all countries would move towards full convertibility
of currency and removing capital controls and
eventually aspire to become international financial
centres. However, even in a rapidly globalising world,
considerations of specific national objectives and
priorities have resulted in use of policy and tools to
deliberately restrict the free flow of capital during
different periods of time.

5. In the wake of the major financial crises during last
three decades, it was widely recognised (by IMF also)
that while capital flows provide significant benefits to
the countries, they also carry risks for macroeconomic
and financial stability. Thus, the decisions and
actions on capital controls by most Emerging Market
Developing Economies (EMDEs), are expected to be

*Chairperson, International Financial Services Centres Authority (IFSCA).

The author is thankful to Mr. Kamlesh Sharma, General Manager, International Financial Services Centres Authority (IFSCA) for sharing his insights in developing this article.
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mainly guided by the need for balancing the needs
for external capital with the stability of their domestic
economy and financial systems as per the country's
circumstances.

6. Also, it has been observed that even with a
significantly open capital account policy approach
many countries chose to keep certain restrictions on
financial services and vice versa, i.e. it was possible
to encourage international financial services while still
keeping some capital controls. This flexibility and the
potential benefits from enabling international financial
services underline the rationale for EMDEs to aim for
establishing IFCs within their territory.

7.1FCs bring in a lot of advantages for their respective
host countries, in qualitative and quantitative terms,
apart from achieving greater efficiency and capital
inflows in various areas of international financial
services, viz. banking services, asset management,
stock market and intermediary services. The wider
economy stands to make big gains from the increased
employment opportunities across the job spectrum
as the international entities enrich the eco system
through the technical expertise and global exposure.

Importance of IFCs for India

8. On the foundation of strong fundamentals, India
continues to exude the promise of breakthrough
growth and potential position among the leading
economies in the coming decades. India’s financial
system is well developed and its payment systems,
financial markets and infrastructure are seen to be at
par with those of a developed economy country. While
the large and complex Indian economy will require
growth in all dimensions - including agriculture and
manufacturing sectors, its underlying comparative
strengths especially in financial, technology and
other services sectors will remain important. With
all the progress seen in the recent years on most

10 October - December, 2021

fronts, including the improvement on the ease of
doing business parameters, India’s bank-led financial
system needs to continue to prioritise the goals such
as financial inclusion and enhanced credit-flow to the
large number of micro, small and medium enterprises
while also nurturing the sunrise sectors and start-up
entities.

9. Notwithstanding the complex challenges for policy-
making for India, a renewed focus on international
financial services is one of the ways of supporting the
economy. The trend of outward shifting of significantly
large volumes of India’s currency and commodity
trading and other financial services activities has
been drawing attention for last two decades or so.
The nature and extent of the opportunity loss from
this trend may be understood from the perspective
of large external capital inflows into India - including
portfolio flows. Since most of the fund management
and risk management activities related to the inflows
were mainly carried out by the offshore entities and
fund houses there was a strong case for taking steps
to stem and reverse this trend.

10. As the shift of such India-centric financial
services were primarily driven by the favourable
regulatory / tax regimes of such preferred foreign
destinations, this could be addressed through setting
up IFCs in India, where an international competitive
regulatory environment could be provided, without
compromising the other policy imperatives for the
larger economy and financial system. Such IFCs
could provide a platform for fostering innovation in
international financial services with new financial
products and services, structures and processes,
that would in turn help the domestic economy.

11. Apart from its strategic geographic location,
strong economy, well-developed financial system,
India’s large population of English-speaking and
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technologically skilled youth lend a competitive edge
to have IFCs. It may be asserted that the policy makers
were aware of the potential benefits from leveraging
India’s strengths in international financial services. As
India was going through the phase of a fast and stable
growth and financial sector development since the
turn of the millennium, the policy makers did consider
taking some big steps forward, as evidenced by the
setting up of the Tarapore Committee on Fuller Capital
Account Convertibility in 2006 and the High-Powered
Expert Committee Report on ‘Making Mumbai an
IFSC’ in 2007. However, the initiatives towards
pushing for fuller capital account convertibility and
setting up the first Indian International Financial
Services Centre (IFSC) were thwarted by the onset of
the global financial crisis in 2007-09.

Broad regulatory framework for IFSC

12. The Special Economic Zones Act, 2005 (SEZ Act)
provides for setting up of an IFSC in an SEZ. The first
IFSC was set up at the Gujarat International Finance
Tec-City (GIFT), Gandhinagar, Gujarat. Although the
idea was first mooted in 2007, the ground work on
building GIFT City commenced in 2011. The GIFT-
IFSC became operational in April 2015 and the Union
Budget of 2016 and in subsequent years provided a
competitive tax regime for promoting the business at
GIFT-IFSC.

13. The Reserve Bank of India issued the Foreign
Exchange Management (International Financial
Services Centres) Regulations, dated March 2, 2015
(referred hereinafter as FEMA 339), under the Foreign
Exchange Management Act, 1999 (FEMA), that paved
the way for conduct of international financial services
business in IFSC. As per FEMA 339, any financial
institution or branch of a financial institution set up
in the IFSC is treated, for the purposes of the FEMA,

as a non-resident entity that shall conduct permitted
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business activities in such foreign currency and with
such persons, whether resident or otherwise, as the
concerned Regulatory Authority may determine.

14. As provided in the SEZ Act and consequent to
the notification of FEMA 339, the domestic financial
sector regulators namely Reserve Bank of India
(RBI), Securities and Exchange Board of India (SEBI),
Insurance Regulatory and Development Authority of
India (IRDAI) issued regulations/ directions / guidelines
for Indian and foreign institutions and activities - in
their respective regulatory domains, to set up their
branches / offices / subsidiaries for conducting the
permitted business activities in GIFT-IFSC.

15. In April 2020, the International Financial
Services Centres Authority (IFSCA also referred to
as ‘Authority’) was established as an independent
unified regulator for business and entities in IFSCs,
under the International Financial Services Centres
Authority Act, 2019. The IFSCA, headquartered at
GIFT City, Gandhinagar, is vested with the powers
under the relevant statutes (mentioned in Schedule
| of the IFSCA Act) exercisable by the four financial
services regulators in India viz, RBI, SEBI, IRDAI and
Pension Fund Regulatory and Development Authority
(PFRDA), in so far as it relates to the regulation of
financial institutions, financial services and financial
products in the IFSCs.

16. The initial guidelines for setting up business in
GIFT-IFSC in the areas of banking, capital markets
and insurance were issued by the respective sectoral
regulatorsin 2015. The business growth seemed to get
energised since October 2020 as the IFSCA brought
enabling regulations in the areas of banking, global in-
house centres, international bullion exchange, finance
Companies, capital market infrastructure institutions
and intermediaries, issuance and listing of securities
and insurance business, among others.
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Evolution of Banking Regulations in IFSC

17. Banking entities and activities are central to any
financial system, including IFCs. The RBI had issued
guidelines (dated April 1, 2015) for setting up of IFSC
Banking Units (IBUs) by Indian banks and foreign
banks already having presence in India. Under the
guidelines (as amended till January 21, 2020), an
Indian bank authorised to deal in foreign exchange
business in India were eligible to set up one IBU in
each IFSC, that were to be treated - for regulatory
purposes, broadly on par with a foreign branch of an
Indian bank.

18. The IBUs are exempt from CRR and SLR
requirements and priority sector lending norms and
are required to maintain separate nostro accounts
distinct from those maintained by other branches of
their parent bank and operate and maintain balance
sheetonly in foreign currency. The IBUs are not allowed
to deal in Indian Rupee except for having a Special
Rupee (SNRR) account (with an AD bank in India)
out of convertible fund to defray their administrative
and statutory expenses. Further, there would be no
liquidity support or Lender of Last Resort (LOLR)
support to IBUs from the RBI and that the deposits of
IBUs are not covered by deposit insurance.

19. The parent bank was required to provide a
minimum capital of USD 20 million while the minimum
prescribed regulatory capital, including for the
exposures of the IBU, was to be maintained at the
parent level. The RBI guidelines also provided that
while IBUs were permitted to deploy funds with both
resident entities (subject to the FEMA) as well as non-
resident entities in India; they could raise funds, only
from non-resident entities and overseas branches
of Indian banks. All prudential norms applicable to
overseas branches of Indian banks applied to IBUs
as well.
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20. Under the RBI guidelines, the IBUs were prohibited
from undertaking any transactions with and opening
saving account for individuals - including HNls / retail
customers, whether resident or non-resident. The
RBI guidelines had mandated that the IBUs must
maintain LCR and NSFR (as and when) applicable
to Indian banks on a stand-alone basis. Further, the
RBI guidelines required the IBUs to obtain RBI’s prior
approval for offering any derivative products other
than those permitted for the banks operating in India.

IFSCA Banking regulations - Need for some
liberalisation and a smooth transition

21. The specific provisions of the IFSCA Act relating
to the Authority’s powers in respect of financial
products, financial services and financial institutions
in IFSCs, came into force with effect from October
01, 2020. These powers also included those covered
in the enabling amendments to relevant enactments
related to banking business and entities in IFSC such
as the RBI Act, 1934, the Banking Regulation Act,
1949, among others. The IFSCA Banking Regulations
were the first important independent regulations by
the Authority, in exercise of the above mentioned
powers and were notified on November 20, 2020.

22. These Regulations were designed around the
RBI guidelines on setting up of IBUs (as amended
till January 2020), while effecting certain enabling
provisions and providing relaxations that were
considered necessary for promoting the banking
business in IFSC. The minimum capital to be
provided by the parent was retained at 20 million
USD - to be maintained on unimpaired basis, at all
times. The licensing criteria included the requirement
of a No Objection Letter from ‘home’ regulator
and an undertaking that the parent bank shall
provide liquidity to its IBU whenever needed for its
operations. In respect of foreign bank applicants not
having presence in India the Authority shall specify a
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suitable mechanism and additional conditions — such
as adequacy of supervisory arrangements /disclosure
requirements and compliance with FATF standards in
the country of incorporation of the foreign bank.

23. As an important enabler, the IFSCA Banking
Regulations allowed the IBUs to undertake retalil
deposits also by opening all types of bank accounts
(including saving bank account) for eligible individuals
by introducing the concept of Qualified Individual and
Qualified Resident Individual (QRI) based on the net
worth criterion. This was guided by the thought that
while the IFSC would primarily strive to attract capital
and investment flows from foreign sources - including
from the large Indian diaspora, the participation of
resident retail community for their foreign portfolio
investment would help in creating a signalling effect
for the wider community of global investors. The
deposits raised from such eligible individuals (both QI
and QRI) were subject to a retail deposit reserve ratio
to be specified by the Authority (3%), to be maintained
at the IBU level.

24. Subsequently, the RBI issued a circular to the
authorized dealer banks in India on February 16,
2021 about the permission to resident individuals to
make remittances under LRS to IFSCs, for making
investments in securities in IFSCs other than those
issued by entities resident in India (i.e. in domestic
tariff area). The circular also stated that resident
individuals were permitted to open a non-interest-
bearing foreign currency account in IFSCs, subject
to certain conditions. Consequently, the Authority
clarified that the minimum net worth condition laid
down in the IFSCA Banking Regulations, was not
applicable for a resident individual, who opens an
account with an IBU for the purpose of investing in
securities under the LRS.
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25. The IFSCA Regulations also permitted the IBUs
to operate as a Foreign Portfolio Investor (FPI)
after obtaining registration from the Authority (if the
parent bank was not already registered as FPI, with
SEBI) and to offer Segregated Nominee Account
Structure for routing orders of foreign investors.
The IBUs were enabled to carry out additional
activities such as investment advisory services and
portfolio management (wealth management) services
under the respective guidelines / frameworks. The
regulations required the maintenance of LCR, NSFR
for IBUs on standalone basis, unless the IBUs were
permitted by the Authority to maintain LCR, NSFR
and Leverage Ratio at parent bank level, based on
reasonable grounds. In view of the need for continuity
and a smooth transition, IBUs were instructed to
comply with the directions and instructions (including
prudential guidelines and directions on KYC-AML-
CFT) issued by the Reserve Bank of India as applicable
for IBUs, unless otherwise specified by the Authority.

Move towards a principle based regulatory
framework

26. The IFSCA Banking Regulations of November
2020 were woven around the framework of RBI
guidelines, with some modifications, relaxations and
insertions of enabling provisions. While this helped
in ensuring a certain degree of continuity, as more
IBUs were being set up including a few by some
major foreign banks, it was felt that the regulations
for banking business in IFSCs needed to be prepared
afresh, from an international perspective. Thus, there
was a move to amend the banking regulations and
to comprehensively revamp the entire regulatory
framework for banking.

27. The new framework was guided by a principle
- based approach to regulations, as against a
prescriptive,

rule-based approach. It aspired to
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be an internationally benchmarked regulatory and
supervisory framework applicable for IBUs of all hues
and colours, while providing necessary flexibility to
encourage a rapid development of banking business
in IFSCs. It was decided to give adequate credence to
the robustness of ‘home’ regulatory and supervisory
jurisdictions in the licensing processes, ensuring
adherence to Basel-lll standards applicable on the
respective parent banks. Also, the framework aimed
to permit the IBUs to follow the ‘home’ regulations
and directions, including prudential guidelines as
applicable on it as a branch of the parent bank,
unless specific guidelines / directions were issued on
a particular aspect by the IFSCA. This approach also
took a pragmatic and practical view by permitting the
maintenance of capital and risk management for IBUs
(as branches) at the parent level, with the requirement
of periodic declarations / returns to be submitted by
the parent bank in respect of its IBU, ensuring that
the IBUs continue to function in a safe and sound
manner. Accordingly, the amended IFSCA Banking
Regulations were notified on July 6, 2021.

28. As a move towards improving ease of business
and achieving an international orientation in regulatory
directions, it was decided to prepare a ‘Handbook’ by
consolidating all the directions / circulars / guidelines
/ instructions issued by the IFSCA to IBUs. Among
other major amendments, the definitions of Qualified
Individuals (Ql) and Qualified Resident Individuals
(QRI) were withdrawn from the Regulations, as the
classification and differential treatment of clients
would be covered as part of directions under the
Handbook. The amendment allows the IBUs to
undertake activities permitted to be undertaken by
any financial institution under IFSCA Act, except for
the activities prohibited for IBUs (such as writing an
insurance contract); apart from the lines of business
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enumerated under section 6 of the Banking Regulation
Act, 1949 (as amended from time to time).

29. The IFSCA Banking Handbook was brought out in
August 2021 and has come into effect from January
1, 2022. The Handbook consists of three components
which containing modules that communicate the
Authority’s regulatory expectations with greater clarity
and transparency on the various aspects. The General
Directions (GEN) deal with licencing of IBUs, define
the ‘controlled’ and ‘designated’ functions and the
requirements from ‘approved / authorised individuals’
who can carry out such functions and also lay out the
broad principles for banking business. The Conduct
of Business (COB) directions are aimed at ensuring
that IBUs meet the minimum standards of conduct
expected, particularly with regard to the treatment of
their clients, their dealings with counterparties and
other market participants for fostering and maintaining
the integrity of financial markets in the IFSC. The
Prudential Directions (PRU) clarify that the non-
qualitative prudential requirements applicable on the
parent bank under the respective home regulations
are made applicable in respect of the IBU, unless the
Authority prescribes any directions on any aspect.

30. At present there are 15 IBUs functional in
GIFT-IFSC out of the total 19 IBU licences issued —
including 6 licenses issued by the IFSCA, during the
period from October 2020 to December 2021. The
total aggregate assets of the IBUs grew by more than
40 per cent during the period of one year after IFSCA
assumed the regulatory powers, to USD 21.3 billion
as at end September, 2021 from USD 15.2 billion as
at end September 2020. Many international banks and
financial institutions have evinced interest in setting
up IBUs in GIFT-IFSC and the business volumes
are expected to increase at a faster rate during the
coming years.
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31. The IFSCA’s regulatory framework for banking
will continue to evolve as part of the overall regulatory
approach of the IFSCA, in response to the demands
of the business growth in IFSC. The IFSCA would
strive to support the IBUs in playing a leading role in
the new business areas for which IFSC is aspiring to
become a hub including aircraft leasing, ship leasing,
International Trade Financing Services platforms
(ITFS), bullion trading on the India International Bullion
Exchange (IIBX) that is set to become operational from
mid-January 2022. The banking regulations, will look
to remain conscious of the considerations of financial
stability within the IFSC as well as the spillovers to /
from the broader domestic economy. The regulatory
framework, while aligned with the Basel norms,
will be keenly observing the developments in the
international regulatory landscape in the areas of
climate finance / ESG, data privacy and technology

issues and other such emerging themes, through an
active collaboration and cooperation with the Reserve
Bank of India and the banking regulatory-supervisory
agencies in other major jurisdictions.

32. The setting up of the IFSCA as a unified regulator
was a major step towards building a world-class
institutional infrastructure for developing IFCs in India.
Some major initiatives taken by the IFSCA in the first
year of its functioning indicate that the requirements
as envisaged in the Percy Mistry Committee Report
have been largely met by the enclave-based
approach to IFSCs. In the coming years, the IFSCA
is determined to develop other essential pillars such
as an international arbitration centre, while striving to
establish GIFT-IFSC as a hub for international bullion
trading, fintech and climate finance, as the larger
Indian economy is also poised to reap its benefits.

v

Diamond Jubilee and CH Bhabha Banking Overseas Research
Fellowship (DJCHBBOREF) for the year 2021-22

The Institute invites applications for DICHBBORF. The objective of the fellowship is to
provide the successful candidate an opportunity to undertake a research study on the
latest developments in the field of banking and finance in India or abroad. The last date for
receipt of applications is 28" February 2022. For more details visit www.iibf.org.in
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= Rajesh Kumar*

A Financial Centre is a global city that is home to
large number of internationally significant banks,
asset management companies, insurance, stock
exchanges or financial markets. IMF divides Financial
Centres into three categories: International Financial
Centre (IFC), Regional Financial Centre (RFC) &
Offshore Financial Centre (OFC).

International Financial Centre (IFC): These are
large international full-service centres with advanced
settlement and payments systems, supporting large
domestic economies, with deep and liquid markets
where both the sources and uses of funds are
diverse, and where legal and regulatory frameworks
are adequate to safeguard the integrity of principal-
agent relationships and supervisory functions. IFCs
generally borrow short-term from non-residents and
lend long-term to non-residents. Examples are New
York, London & Tokyo.

Regional Financial Centre (RFC): Like IFC, these
Centre’s have developed financial markets and
infrastructure but smaller domestic economies.
Examples are Hong Kong, Singapore.

Offshore Financial Centre (OFC): It is country or
jurisdiction that provides financial services to non-
residents on a scale that is incommensurate with
the size and the financing of its domestic economy,
these are usually smaller, and provide more specialist
services. Examples are Ireland, the Caribbean.

Key Products offered by IFC

a) Asset Management and Global Portfolio

Diversification.

b) Fund Raising for individuals, corporations and
governments (sovereign and sub-sovereign).

India’s dream of being
International Financial Centre
taking shape

= Prashant Sharma**

c) Financial Engineering and Architecture for Large
Complex Projects.

d) Personal Wealth Management (PWM) for high-net
worth individuals (HNWiIs).

e) Financing for Public-Private

Partnerships.

Global/Regional

f) Global Transfer Pricing.

g) Global/Regional
Management.

Corporate Treasury

h) Global/Regional Risk Management Operations
and Insurance/Re-insurance.

i) Global/Regional
Activity.

Mergers and Acquisitions

j) Global Tax Management and Cross border Tax
Liability Optimizations.

k) Global/Regional Exchange Trading of Financial
Securities, Commodities and Derivatives
Contracts in Financial Instruments Indices and in
Commodities.

The growth of IFCs has been shaped by history based
on the capital investments from the geographies
along with the domestic resources available within
the territory. European and American economies have
dominated global GDP since the industrial revolution
and the conquest of the east by the west and are
considered as traditional or classical IFCs. Offshore
Financial Centers (OFCs), which are a relatively recent,
post-World War Il phenomenon, owe their existence
to the deliberate attempts of the authorities in these
centers to offer a range of advantages which were not
available, or not available to the same extent, in the
traditional IFCs.

*Deputy General Manager, Treasury & International Banking Division, Union Bank of India.
**Senior Manager, International Banking Division, Union Bank of India.
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Global Financial Centres Index (GFCI)

It is the biannual evaluation report published
jointly by Z/Yen group based in London and China

Development Institute. Since 2007, GFCI is enriching

Figure 1: Focus areas of GFCI

Global financial community by evaluating and ranking
financial centres based on their competitiveness
& performance. Areas of importance are Business
environment, Human capital, Infrastructure, Financial
sector development, and Reputation.

Areas of
Competitiveness

Business

. — Human Capital
Environment bl

g

Source: en.cdi.org.cn / www.longfinance.net

As per latest GFCI rankings, GFCI - 30" edition
published in Sep 2021, top 3 IFCs are New York,
London and Hong Kong.

New York: Often regarded as Finance Capital of the
World, New York retained its number one position in
GFCl list of world’s leading financial hub. Presence
of top Universities, World’s largest Banks, Financial
Institutions, Credit rating agencies, Insurance
companies, PE firms & Hedge funds attract talent
from across the world and makes it home to most
of the Fortune 500 companies. It is famous for wall
street, and stock exchanges - New York Stock
Exchange (NYSE) & NASDAQ.

London: London has been a global financial hub
since 1698, when the second largest stock exchange
of Europe, the London Stock Exchange was founded.
It is also home to second oldest Central Bank of the
world, the Bank of England; World’s Largest market
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for gold and silver trading, London Bullion Market
Association (LBMA). It has maintained its 2" position
in the GFCI list, despite Brexit. Though its future as
leading Financial Centre is uncertain as with Brexit it
has lost the Passporting rights of European Union. The
City gave up the automatic right to sell its services
freely throughout the remaining 27 member states.

Hong Kong: Its Strategic location and presence of
good number of Banking & Financial Institutions
makes it a key financial hub. After the United
States, it is second largest trading partner of
China. It is home to fourth largest stock exchange
of the world, the Hong Kong Stock Exchange. It
has attractive Tax system and an efficient and
transparent judicial and legal system. The city has
seen disruptions in retail, and tourism due to pro-
democracy protests, but has managed to stand at
3" position in the GFCI list.
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Financial Centres of India shown improvement in 25 rank and is at 55" Position and GIFT-City Gujarat
latest GFCI list, as Mumbai jumped 11 Ranks and is up 16 ranks and is at 76" position.
featured at 54" position, Delhi bettered its position by

Table 1: List of Top 30 Centre’s & Indian IFCs (Comparison GFCI 30 -Sep 2021 v/s GFCI 29 - Mar 2021)

GFCI 30 GFCI 29
Centre Rank Rating Rank Rating Change In Rank Change In Rating
New York 1 762 1 764 0 V2
London 2 740 2 743 0 v3
Hong Kong 3 716 4 741 A1 V25
Singapore 4 715 5 740 A1 V25
San Francisco 5 714 12 718 A7 v4
Shanghai 6 713 3 742 v3 V29
Los Angeles 7 712 13 716 AG V4
Beijing 8 711 6 737 V2 V26
Tokyo 9 706 7 736 v2 V30
Paris 10 705 25 699 A15 A6
Chicago 11 704 15 714 A4 V10
Boston 12 703 24 703 A12 0
Seoul 13 702 16 713 A3 Vi1
Frankfurt 14 701 9 727 V5 V26
Washington DC 15 700 14 715 \A vi5
Shenzhen 16 699 8 731 v8 v32
Amsterdam 17 698 28 695 A1 A3
Dubai 18 694 19 710 A1 V16
Toronto 19 693 29 694 A10 V1
Geneva 20 692 20 709 0 vi7
Zurich 21 690 10 720 Vi1 V30
Edinburgh 22 689 21 708 \ A v19
Luxembourg 23 688 17 712 V6 V24
Madrid 24 687 33 683 A9 A4
Sydney 25 686 18 711 v7 V25
Stockholm 26 685 31 688 A5 v3
Montreal 27 682 27 696 0 V14
Vancouver 28 681 11 719 vi7 v 38
Melbourne 29 680 23 705 V6 V25
Hamburg 30 679 43 664 A13 A15
Mumbai 54 627 65 599 A1 A28
New Delhi 55 625 80 584 A25 A 41
GIFT City-Gujarat 76 568 92 568 A16 0

Source: en.cdi.org.cn / www.longfinance.net
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Financial Centres in India

India is world’s 3" largest economy on the basis of
PPP and 6" largest economy on the basis of Nominal
GDP and aims to become USD 5 trillion economy
and global power house by FY 2025. Despite this,
India misses the list of top 50 IFCs. IFC due to its
secure jurisdictions & friendly tax environment, plays
a crucial role in mobilising finance.

Why India needs an IFC

India is not only one of the world’s fastest growing
economies, but it is also world’s largest consumer
of manufacturing goods and services. India’s
stable government, strategic location, demographic
dividend, cost of living and further potential to grow,
is keeping it in bright spot and India is one of the
largest recipients of FDI flows. India is also one of
the big purchaser of International Financial Services
(IFS) from the world and as per the Finance Ministry
estimates, in the absence of International Financial
Services Centre in India, it may lose funds to the tune
of USD 120 billion per year by 2025. To retain human
capital, sustain economic growth and increase its
strategic influence around the globe, India needs
to promote IFS and enter in the space of financial
intermediation.

Gujarat International Finance Tec-City (GIFT
City- Gujarat)

It is an emerging global financial and IT services hub,
a first of its kind in India, designed to be at or above
par with globally benchmarked business districts.
It is supported by state-of-the-art infrastructure
encompassing all basic urban infrastructure elements
along with an excellent external connectivity.
Companies from financial services, technology and
all other services sector will be targeted as potential
occupants within the city.

While inaugurating GIFT City, Prime Minister of India,
Shri Narendra Modi shared his vision “My vision is
that in ten years from now, GIFT City should become
the price setter for at least a few of the largest traded
instruments in the world, whether in commodities,
currencies, equities, interest rates or any other
instrument.”
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Figure 2. GIFT City - A Hub for IFS

Source: en.cdi.org.cn / www.longfinance.net

The International Financial Services Centres
Authority (IFSCA)

It has been established on April 27, 2020 under the
International Financial Services Centres Authority Act,
2019. It is headquartered at GIFT City, Gandhinagar
in Gujarat.

The IFSCA is a unified authority for the development
and regulation of financial products, financial services
and financial institutions in the International Financial
Services Centre (IFSC) in India. At present, the GIFT
IFSC is the maiden international financial services
centre in India. Prior to the establishment of IFSCA,
the domestic financial regulators, namely, RBI, SEBI,
PFRDA and IRDAI regulated the business in IFSC.

Asthe dynamic nature of businessinthe IFSCsrequires
a high degree of inter-regulatory coordination within
the financial sector, the IFSCA has been established
as a unified regulator with a holistic vision in order to
promote ease of doing business in IFSC and provide
world class regulatory environment.

The main objective of the IFSCA is to develop a
strong global connect and focus on the needs of the
Indian economy as well as to serve as an international
financial platform for the entire region and the global
economy as a whole.

GIFT - International Financial Services Centre
(IFSC)

In India, initial thought of setting up IFSC unit was
introduced by Percy Mistry Committee in the year
2007 with an objective of not only catering India’s
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IFSC Journey So

Far

Key reforms and development far

015 2015 2015 2016 2016
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growing needs but also catering to ever increasing
global financial needs, but due 2008 market crises the
proposition was put off. Globally IFC’s are contributor
to the business of International Banking, Financial
Services & Insurance (BFSI).

With the objective of bringing back to India the
International financial service business generated
in India, and gradually emerge as an international
financial services hub at the regional and global
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level, in April 2015, the Government of India took the
initiative to develop an International Financial Services
Centre (IFSC) at Gujarat International Finance Tec-
City Guijarat, a Special Economic Zone to help India
realize its potential in the international financial
services industry. GIFT City IFSC provides a strategic
location to develop an efficient platform for all inbound
and outbound foreign currency transactions.
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Benefits offered by IFSC

Besides offering bare, furnished, plug-and-play and
press-and-play business units on an outright purchase
or lease with guaranteed service agreements, the
GIFT City offers a set of advantages that no other
location in India provides. For instance, the IFSC
benefits include:

a. 10-year tax holiday on 100% of the profit for
business units in IFSC.

b. Minimum Alternate Tax (MAT) will be 9% of
profit-booking.

Key Activities in IFSC

Banking:

 Corportate
Banking.

* Factoring /
Forfaiting of
Trade
receivables.

* ECB Lending

* Trade Finance

Conclusion

In recent years, India has taken several initiatives
at operational, regulatory and policy levels to make
system open, predictable and efficient, providing
equal opportunities to all the international businesses.

India’s IFSC dream has finally taken shape, with the
launch of IFSC in Gujarat’s GIFT City. It is not only a
global financial platform, but it has also provided an
easy access to the fast growing Indian economy to
global investors. Domestic and international players
have commenced their global operations at IFSC.
We should focus on tapping domestic economy and
Indian diaspora present across the world for further
growth of IFSC.

India has entered late in the IFSC space, but our efforts
are being recognized and are getting attention from
far and wide. Gujarat’s GIFT City first appeared in the
Global Financial Centres Index (GFCI) in 2018 (GFCI-
24) and has been featured ever since. GFCI-29 (Mar
2021) has placed GIFT city — IFSC at the top, amongst
15 centres globally which are likely to become more
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c. Gujarat government exempts entities from stamp
duty if they have registered offices in GIFT City for
capital market activities.

d. Zero Commodity Transaction Tax (CTT).
e. Zero Security Transaction Tax (STT).
f.  Zero Dividend Distribution Tax (DDT).

g. Extension of long-term capital gains tax
exemption to equities, exchange-traded funds,
alternative investments & mutual funds.

h. Zero Good & Services Tax (GST) on transactions

carried out in IFSC exchanges.

Asset

Management

e Mutual Funds

» AIFs

* Pension Fund
Services.

 Custodial
Services

* Portfolio

Ancillary
Services:

* Consultancy -
Legal,
Accounting &
Audit

* Aircraft Leasing
& Financing

* Risk

Management
Services

Management
Services

* Wealth
Management

¢ Investment
Advisors

* Trust Services

* R&D Services
* Fintech hub

significant over the next two to three years. IFSC has
the potential and is gradually emerging as a preferred
gateway for outbound and inbound capital flow into
India.

Sources

pib.gov.in
prsindia.org
dea.gov.in
giftsez.com
giftgujarat.in
www.rbi.org
www.ifsca.gov.in
www.livemint.com
www.mondag.com
www.longfinance.net
en.cdi.org.cn
en.wikipedia.org
ww.investopedia.com
www.economictimes.indiatimes.com.
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Introduction

In recent years, economic growth in the world
economy stands out for the size and dynamism of the
financial sector. It is particularly an important industry
that often has a far reaching impact on society and the
economy. In the real sense, finance is the channelizing
process of accumulated funds, owned by savers
and investors, to those entities who need it. The
straight forward process of savings, borrowing and
lending had undergone a plethora of transformations
day by day. Finance may be classified broadly into
three discrete categories: public finance, business/
corporate finance, and personal finance.

Perennial changes have been experienced by all
these segments for the past many years. Innovative
institutions, instruments and process has introduced
in all these financial fields.

Global financial hubs are one of the relatively recent
financial innovations. Financial hubs are those centers,
where there is concentration of financial activities like
banking, insurance, and capital market transactions.
It generally refers to a city with a strategic location,
leading financial institutions, prominent stock trading
spaces, a compact concentration of public and
private banks, and insurance firms. Tax rules and
other legislations prevailing in such jurisdictions are
distinct and more relaxed. Robust legal frameworks,
higher compliance standards, quality communication
facilities, stable political back up, world class
infrastructure, availability of competent human
resources etc. are some of the prerequisites of a
financial hub.

Offshore Finance Centers:
Means or Menace?

= George Paul**

In the year 2000, International Monetary Fund (IMF)
published a working paper on Offshore Financial
Centers (OFCs). The purpose of the working paper
was to provide some background information on the
business of OFCs and its role in the development
of the finance industry. The working paper, along
with the discussion of OFCs, tells about the role
and functions of two other classifications of Global
financial hubs: International Financial Centers (IFCs)
and Regional Financial Centers (RFCs). IFCs are
large international full-service centers located in
major cities of London, New York, and Tokyo and are
equipped with advanced settlement and payments
systems, supporting large domestic economies, deep
and liquid markets where both the sources and uses
of funds are diverse, and where legal and regulatory
frameworks are adequate to safeguard the integrity
of principal-agent relationships and supervisory
functions. RFCs, on the other hand have developed
financial markets and advanced infrastructure and
intermediate funds in and out of their region, but have
only small domestic economies.

Offshore Finance Center: What it means

In its simplest meaning, offshore finance is the
provision of financial services by banking institutions
and other agents to non-residents. These services
include the borrowing of money from non-residents
and lending to non-residents (IMF, 2000). At its
broadest, an OFC can be defined as any financial
center where offshore activity takes place. OFCs
are centers much smaller in size compared to IFCs
and RFCs. These centers provide specialist and
skilled activities, are attractive to major financial

* Associate Professor (Finance), School of Management Studies, Cochin University of Science and Technology.

**Vlice President, ESAF Small Finance Bank.
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institutions and more lightly regulated centers that
provide services that are almost entirely tax driven
and have very limited resources to support financial
intermediation (IMF (2000).

Offshore Financial Centers fall under the intense
and continuous scrutiny of the various governments
and agencies. Low taxation, loose regulations and
relaxed compliance norms are all typical features

of such centers. In fact, categorization of OFC
is a difficult exercise since the process involves
subjective conclusions. Reputed organizations like
IMF, OECD, and US Government accountability office
have already published list of OFCs, although the lists
seem to be not exhaustive. Based on certain common
features like, relaxed tax rules, concentration of non-
resident entities and identification by the international
organization, a list (inclusive) of OFCs is given Table 1.

Table 1
Andorra Barbados St. Vincent and the Grenadines
Guernsey San Marino Costa Rica
Nauru Seychelles Malta
Anguilla Belize Switzerland
Hong Kong Maldives Cyprus
Netherlands Antilles Singapore Marshall Islands
Antigua and Barbuda Bermuda Tonga
Ireland Liechtenstein Djibouti
Niue St. Kitts and Nevis Mauritius
Aruba British Virgin Islands Turks and Caicos Islands
Isle of Man Luxembourg Dominica
Panama St. Lucia Micronesia
Bahamas Cayman Islands Vanuatu
Jersey Macao Gibraltar
Samoa St. Martin Monaco
Bahrain Cook Islands Grenada
Why OFCs?

Liberalization and globalization are the current norms
of global economy. This paradigm change coupled
with the near explosive technological advancements
in tele communication facilities facilitated the birth and
growth of offshore financial centers. In the modern
days trade barriers become increasingly thin and
physical distance is not a hindrance to do commercial
transactions.

Institutional arbitrage theory suggests that firms
purposely take advantage of differences in institutional
attributes between countries by shifting part of their
operations to locations that offer more advantages (to
the firm) institutional settings (Gaur & Lu, 2007; Witt
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& Lewin, 2007). The logic of shifting operations of a
pharmaceutical firm with strong R&D to a territory
having strong patent rules or shifting operations of
a chemical manufacturing company to places where
environmental protection rules are feeble are all based
on the theory.

The development dynamics of OFCs also rests on
the Institutional arbitrage theory. Every rationally
thinking business entity will try to optimize their
earnings. Tax avoidance, which is well within the
legal framework, is one of the effective financial tools
in the kit for profit maximization. Offshore financial
centers are tailor made to the needs of multinational
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entities while maximizing their wealth. Organizations
with multinational operations are concerned about
paying higher taxes by locating their operations in
high tax charging jurisdictions. They are in search of
places where the tax burden will be minimal and other
facilities including infrastructure and human capital
are of superior quality. ‘Wherever there is demand,
a supplier is never far behind’, so says the modern
economic theories and OFCs are filling that supply
gap. OFCs improve the transnational flow of capital
and facilitate enlarged volumes of international
transactions.

As credit expansion outplaces the growth of retail
deposits, financial institutions in a country depend
increasingly on wholesale funding. External sources
play a critical role here through cross boarder lending
or interbank lending. This is truer during the boom
period of the economy. While a country is passing
through the upward trajectory of growth, the wholesale
funding from abroad enables less established
institutions with limited access to the retail domestic
savings to gain market share in lending. Financial
institutions in Japan and Nordic countries (Denmark,
Sweden, Norway etc.) have resorted to this path
during the early 1990 period. OFCs act as a conduit
for these types of credit flows.

OFCs facilitate the growth of international trade
and investments. They provide a platform to the
development of more competitive and efficient cross
border financial activities. Institutional systems and
infrastructure facilities in OFCs are of higher standards.
Business entities from various parts of the world will
leverage these benefits. The wealth created by these
entities by doing business in offshore centers can be
ploughed back to their mother land and support the
welfare of their home country.

Development as a financial hub will bring a lot of
benefits to the city. Their tax revenues will be increased
substantially. The center attracts institutions like
banks, stockbrokers, investment managers, pension
funds, and hedge funds. Migration of qualified
personnel to the area, along with the rising demand
for quality living amenities will accelerate the pace of
overall development of the area.
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The business model of offshore centers is quite
unique. They will act as catalyst in the economic
development of various countries and will also be
self-developed during the process. In many countries,
offshore business revenue is a major factor of their
economy. A perfect example is British Virgin Islands.
The islands are part of the Virgin Islands archipelago
and politically affiliated to the British monarch. It
is a tiny country with a population of about 24,000
people. Two main industries in the country are tourism
and financial services. Government revenues are
heavily dependent on these two sectors with greater
than 60 per cent coming from Financial Services
Commission (FSC) annual fees. GDP is estimated at
US $1.095 billion and US $38,818 per capita income.
Unemployment remains low at 3 per cent to 4 per
cent. The workforce is dominated by expatriate labour
as 65 per cent of the total workforce, with expatriates
filing an estimated 80 percent of financial services
jobs (IMF, 2010).

Since OFCs are intermediaries, Business and financial
activities happening in OFCs contribute to the
economic development of other countries. Studies
revealed that competitiveness of a country’s banking
industry will be increased by the presence of a nearby
performing financial center. Studies confirmed that
interest rate spreads of banks in countries closer to
the offshore centers are lower (Rose and Spiegel,
2007). Countries situated close to the offshore
financial centers normally experience higher level
of real income growth than those are further away,
possibly because of the financial flows from the OFCs
and its market effects.

Efficient corporate laws, Political and economic
stability, High-level financial services, skilled human
resources etc are the prerequisites of an efficient
business environment. Entities operating in OFCs,
where such factors are in place, will become more
efficient in comparison to their peers established in
other business areas. Performance indicators like
ROA and ROC, which are vital and critical, will be
comparatively better and wealth creation will be more
(due to minimal or nil corporate taxes). These are the
positive factors of OFCs, and such centers are a big
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attraction for the business entities irrespective of their
country of origin.

What is wrong with OFCs?

Modern economic literature is extensively using
the coinage ‘Tax havens’ to describe the offshore
financial centers. Many contemporary movies and
fictions are posturizing offshore financial centers as
settings for shady international deals. Fiscal crimes
like benami financial deals, money laundering, and
tax evasions are all synonymous with such centers.
Many of these allegations are plausible, but most of
them are founded on anecdotal rather than systematic
evidence.

The trigger for such allegations is the opaque and
sometimes murky working of the OFC’s (at least
some among them). The major concern was about
the inadequate supervision of financial transactions
undertaken by the centers and non-availability of
quality data. As a part of their governance exercise,
IMF started an assessment program on the working
of Offshore Financial Centers in June 2000. The
assessment program focused on integrity standards,
disclosure norms, regulatory frameworks, and
supervision of the centers.

The distinct feature of OFCs is their tax culture.
They will uniformly levy nil or minimal corporate
taxes. Multinational establishments are utilising
this advantage for tax avoidance, a perfectly legal
method. But it is a fact that many clever organisations
are misusing the facilities for doing ‘tax evasion’,
which is legally prohibited. Banking and corporate
secrecy offered by these centers will act as a blessing
in disguise for such heinous financial crimes.

Different methods are used for tax evasion. In simple
terms, earnings from OFCs will be concealed by
the entities from their home country authorities to
evade tax. Another method is the routing of earnings
from the high tax regions through OFCs to evade
tax. Transfer price adjustments between the parent
company and subsidiaries are cleverly structured by
many multinational firms as a tool of tax evasion. This
phenomenon is also termed as regulatory arbitrage.
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Many OFCs are locations for pass-through financial
entities, and they experience exceptionally large
volume of portfolio investment deals disproportionate
to their income and GDP. For example, Cayman
Islands, a prominent offshore center, is one of the
largest capital inflow recipients in the world, despite
having the population and income of much lesser than
Mumbai (about half in size of geographical area and
5% in size of the population). Cayman Islands where
it is estimated that individuals and companies hide
a total of US$800bn from the scrutiny of the world’s
bank supervisors, securities regulators, tax collectors
and law enforcement agencies. (Johnson 2002)

Enron Scandal: A Case Study of Menace of
OFC

Enron, the fairy tale type meteoric rise and swift fall of
the business behemoth (life span was only 16 years)
is one of the largest financial scandals ever withessed
by the modern world.

Enron was formed in 1985 by merging Houston
Natural Gas Co. and Inter North Inc. Founder of the
corporation was Kenneth Lay and the core business
then was dealing in natural gas. The company
subsequently diversified its activities to commodity
trading and broad band market. In the year 1995
the company was awarded as the most innovative
business by ‘Fortune’, and they won the award for the
next six years consecutively. With the ever-growing
performance and profit figures, the company turned
out to be the blue-eyed boy of the investors and
other stake holders. The share value of the company
reached more than USD 90 during its peak. All was
well till August 2001, when the company reported that
their broad band division had made a loss of USD 137
million. The revelation was the first stage of failure of
the saga. On 2001 December 2, the corporation filed
for bankruptcy and its share value plummeted to USD
0.26.

Unethical business practices and unsustainable
business models eventually destroyed the company.
The total loss to the stake holders was about USD 74
billion. Pension funds alone lost about USD 2 billion.
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Thousands of company workers and investors lost
their life savings. Jeffrey Keith Skilling, Chief Executive
Officer of the company, convicted of federal felony
charges and sentenced for 24 years imprisonment.

Investigations revealed the clever manipulations
and illegal accounting methods followed by the
corporation. It was an obnoxious example of ‘Agency
cost’. The financial executives of the company
had done ‘debt laundering’. They were able to
manipulate the burgeoning liabilities of the company,
by transferring it to various SPVs. The transactions
were so structured that its complexities could not be
properly understood by the market.

Enron had misutilised OFCs extensively to avoid
paying tax to the US Government (estimated to be
approximately USD 400 million), and also to conceal
the large volume of their liabilities. The company had
formed more than 2800 subsidiaries to structure
their dubious transactions. Enron has opened 872
subsidiaries in offshore financial centers. In Cayman
Islands alone, they had registered 692 subsidiaries.

Interestingly, Enron also had a controversial business
connection with India. The company ran in to trouble
due to the Enron scandal and stopped production in
2001. Later in the year 2005, the company was taken
over by the Government of India and renamed as
Ratnagiri Gas and Power Private Limited.

Conclusion

In this article, we discussed the benefits and evils of
OFCs for the society and economy. There are ample
evidences for the manifold contributions of such
financial hubs in the development of global economy.
The flipside is the rare misuse of the facilities by a few
unscrupulous business entities. The major allegation
of ‘financial secrecy practices’ followed by the OFCs
is exaggerated accusation. Sovereigns like USA,
UK, Hong Kong, Switzerland, and Singapore are
all having certain level of financial secrecy, minimal
regulations, and preferential tax structures for the
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non-residents. The abuse of rules can be curtailed
by strict enforcement of regulations and enhanced
vigilance. Initiatives taken by organisations like OECD
and FATF are helping to a large extent to minimise the
abuse of offshore financial hubs.

Financial climate prevailing in the OFCs cannot be
experienced in any other economic landscapes
around the world. Hence it is no surprise that such
financial centers will flourish in future and global
economy shall reap the benefits provided by them.
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~ Kommana V Ganesh Kumar*

Introduction

Banks and financial institutions in India are serving
their customers through multiple platforms.
Introduction of Internet Banking and Mobile banking
platforms, paved a way for digital transactions in
gaining significant traction and the result is “footfall
in branches” experiencing gradual downfall. Now,
customer expects seamless experience across all
platforms and highly personalized services are the
need of the hour. But interacting and understanding
the unique requirements of these customers located
in various geographical locations have become a
major challenge for all the Banks in India.

Artificial Intelligence & Analytics have dominated
all the new technologies/ inventions in the past few
years. They together solved many of the problems
that Banks face in today’s digital world. They can pull
out good information quickly and easily from Bank’s
database and convert it into meaningful benefits for
themselves and their customers.

They help banks in following aspects:

1. Understanding, segmenting and profiling of
customers

Targeting, acquiring and retaining of customers
Spending pattern of customers

Product selling and cross selling

A R

Maintaining and growing a profitable customer
base

6. Regulatory compliance Management
7. Risk management

8. Security and Financial crime management

Role of Artificial Intelligence & Analytics in

Banking

9. Becoming more operationally efficient and much
more

These technologies extract actionable insights and
quantifiable predictions which help the Banks to
understand customer behavior in account opening/
closing, default, fraud, and customer departure. With
a capacity to garner a good number of benefits, these
technologies are the future of financial institutions.
Almost all Banks have adopted or are in the process
of adopting these technologies in every process of
Banking.

Artificial Intelligence

A name that needs no introduction in the current
times. It probably may become the most important
thing that humanity has ever worked on. It is
something more profound than a mobile, computer,
wheel, electricity or fire. It has set foot into our lives
in all sorts of ways from medicine to transportation
to voice interfaces in homes to financial services etc.
thus making us more efficient. If properly harnessed,
it can generate enormous prosperity, opportunities
for people and can cure diseases that we haven’t
seen before. It can make us safer by eliminating
inherent human errors in a lot of work. Its rate of
improvement is really dramatic, and we have to figure
out a way to ensure that the advent of digital super
intelligence is one which is symbiotic with humanity
and can be considered a boon based on how we use
it and to what extent we take in the Al technologies
to our daily life.

Analytics

Now a days, we are frequently listening to the
phrases “Data is new Qil” or “Data is new Gold” etc.

*Chief Manager, State Bank of India.
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These statements underline the importance of data
and its analysis. This is where data analysts come
into picture. So, what do these data analysts do?
They combine information technology with statistics
and business. Tons & tons of data which include
text in black & white, huge intricate databases, or
unprocessed sensor data are extracted, categorized
and transformed into a useful and manageable
formats. Then various statistical and machine
learning techniques are employed to analyze the new
data. A thriving data analytics initiative will help us in
understanding:

1.  What happened?

2.  Why things happened?

3. What may happen in future?
4. What should be done?

These insights will be shared with the stakeholders to
make predictions and to make effective and informed
decision making. This helps executives and managers
in optimizing efficiency, improving performance and
in succeeding in these competitive environments.
All these have transformed every organization into a
data-driven organization.

Banking in India

Banking services have been expanded to every nook
and corner of the country. Many people came into
banking, thousands of Bank branches were opened
across the length and breadth of the country and
millions of job opportunities were created.

1 |Public Sector |28,921| 24,586 17,030 17,355| 87,892
Banks

2 |Private Sector | 7232| 10,990| 7,336 9,236| 34,794
Banks

3 |Foreign Banks 15 8 40 245 308
Total Branches| 36,168| 35,584| 24,406 26,836| 122,994

*Source: www.rbi.org.in

Banking is one of the sectors that is committed to
the national goals to eradicate poverty and to ensure
a reasonable standard of living of the people of this
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country. It has remarkable contribution in extension of
schemes sponsored by governments, and in financial
inclusion of a huge un-banked population and in
inculcating saving habits in people of the country.
Let us have a look on deposits with scheduled
commercial Banks as on March 2020 which reflects
saving habits of Indians:

Table No. 2.2 -Deposits of Scheduled Commercial
Banks According to Bank Group-As on March 2020

(no of Accounts in Thousand and Amount in ¥ Crore
Current Saving Term Total

No Of

Offices  No. Of No. Of No. Of

Accounts. Gt Accounts. L Accounts

BANK GROUP

Amount Amount

lo. Of
Accounts

PUBLIC SECTOR BANKS 536792 1225427 146988

FOREIGN BANKS 212781 5486 7354

REGIONAL RURAL BANKS 9442 47129 267495

PRIVATE SECTOR BANKS 512503 38045 308489

SMALL FINANCE BANK 2238 3513 15823

ALL-INDIA SCB's 1273756 172960 2069047

*Source : www.rbi.org.in

Banking sector has extended credit facilities all
over the country and is singularly responsible for
the success of the nation in the field of Agriculture,
Industry and Commerce. Let us have a look at credit
of scheduled commercial banks as on March 2020.

Table No. 1.1 - Bank Group-Wise Outstanding
Credit of Scheduled Commercial Banks as on
March 2020

No. of Offices Credit

BANK GROUP

No. of Accounts

Amount Outstanding

1

2

3

PUBLIC SECTOR
BANKS

FOREIGN BANKS

REGIONAL RURAL
BANKS

PRIVATE SECTOR
BANKS

SMALL FINANCE
BANKS

87576
(59.7)
275
0.2)

21827
(14.9)

33464
(22.8)

3669
2.5

92738274
(34.0)
6815203
(2.5)

25426814
9.3)

127083740
(46.6)

20456152
(7.5)

6069991
(57.7)
440334
4.2)

301051
(29

3612994
(34.3)

94441
0.9

ALL SCHEDULED
COMMERCIAL BANKS

146811
(100.0)

272520183

(100.0)

10518812
(100.0)

*Source: www.rbi.org.in

However, the Banking industry has not remained
static and is currently in a state of change, with the
advent of electronic banking and reduced in-branch
service. The Information Technology has brought
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ATMs, online & mobile banking, speedy processing,
easy marketing, wider networking and better
centralized control over branches thus ensuring
comprehensive customer service. The following table
depicts the ATMs position of Public sector, Private
sector and Foreign Banks.

Sr. Type of the Bank

ATMs -
On-site

As on March 2020

No Off-site  Total

1 | Public Sector Banks 78,484 | 56,379 | 134863
2 | Private Sector Banks 32,690 40,362 | 73,052
3 | Foreign Banks 225 678 903

Total ATMs 111,399 | 97,419 | 208,818

*Source: www.rbi.org.in

Artificial Intelligence in Banking

Banking & Financial sector are upgrading their
technologies to give better service to its customers
and help them plan their investments properly. Banks
are able to know about customer usage patterns
and use those insights to develop more precise
and customer centric applications, products and
services. This sector is showing a lot of progress in Al
kind of usage models in both front end and back end.
Front end being the channels viz., Branches, Internet
Banking, Mobile Banking. These are the gateways to
deliver Al to the customers. These channels are getting
better and better over the course of time. We can
have a chatbot on our mobile device understanding
what products or services we want without us even
knowing it. It allows the user smarter ways to invest,
spend and save the money. At the back end, it is the
processes which are getting transformed very quickly
with newer technologies like process automation
which gets done a one-hour work in a minute.

Artificial Intelligence has helped the industry in
multiple finance related roles like accounts, credit
decisions, detecting frauds, investing, trading,
advisory services, risk management etc. Al helps to
retrieve data faster and manage data more efficiently.
State Bank of India has successfully experimented
usage of Artificial Intelligence technologies in various
fields and tasted resounding success. Following
figure gives us the fields where SBI has experimented.
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OSBI

Identifies customer
behaviour and
profile for next best

product & chani
NLP earcl
Based ped,
Search tolerates typos,
Engine hghl ights relevant

ntent

Al in SBI : Experiments

Social Media Dashboard

Predicts if an ATM
G will fail in next X
LI days, allowiny gJ st
in-time Mainte:

State Bank of India, Global IT Centre

*Source: SBI, Global IT Centre

Analytics in Banking

Banking & Financial services is a vertical with quality
information and a lot of data. Data analytics plays
a pretty important role here. With rapid digitization,
data analytics has become extremely essential with
its ability to create value and address issues across
various functions in Banks. Analytics not only address
issues but also provide solutions and automate the
processes. This sector being the earliest adopters,
use data analytics in assessing and reducing credit
risk, improving efficiency and also in forecasting
market trends.

Some important areas where Analytics has already
set its foot are:

1. Pre-Approved Personal Loans: Existing
customers who are eligible are informed through
SMS/email. Accordingly, instant loans will be
sanctioned through internet/mobile banking
without need for documentation and even
without visiting the branch.

2. Pre-Approved Business Loans: Debit & Credit
transactions in existing current accounts
are scrutinized using advanced applications
developed based on various parameters. Eligible
customers will be identified and preapproved
offer will be sent through internet banking. If the
customer accepts the offer, loan will be approved
after minimal documentation.

3. Early warning System: Stress signals in standard
account are identified and alerts will be sent to
operating staff. So that bank can take corrective
action and can prevent slippage thus mitigating
credit risk.
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4. Credit Scores: Credit score has made the credit
decision easy for the bankers. So a bank can
lend to a right customer, reduce NPA, mitigate
credit risk and increase profitability. These
scores have become so integrated in our lives,
that one should maintain a healthy score in order
to get even a basic personal loan.

5. Marketing & Sales: Can understand customer’s
spending patterns and can devise & suggest
products which suit the customers. So that
bank can maximize sales at minimum cost thus
optimizing revenue. This also results in increased
customer loyalty and reduced attrition.

6. Fraud detection: With increase in digital
transactions, number of frauds also increased
significantly. Fraud detection involves user
activity monitoring and analysis to find any
unusual or malicious pattern. The faster a bank
detects fraud, the sooner it can limit account
activity to curtail loses. etc.

Outcome of usage of Artificial Intelligence &
Analytics in State Bank of India

Team Analytics in State Bank of India, began as
a small dedicated unit for excel-based reporting
in 2013, but has since evolved into a pioneering
department which leverages the latest tools and
techniques to deliver value. It has come out with 40
+ Al and ML based models in all the areas under the
purview of the Bank. These models of State Bank of
India have given huge growth to business, reduced
risk and increased operational efficiency.

Some examples are:

Model Name Total Business Booked as on 30.11.2020
PAPL Rs.28,860 Crs. Total 20.88 lakh loans sanctioned
PABL Rs.47 Crs @ 11% Conversion rate
Gold Loan- P Rs.3,651 Crs
Segment
Home Loan Rs.165 Crs
Topup
Home Loan Rs.100 Crs
Takeover
Gold Loan- Agri Rs.681 Crs
Segment
30 October - December, 2021

Income Leakage
for Processing
Fee and Facility

Processing Fee Recovered :

Facility Fee Recovered

FY 18-19 Rs.58.00 Crs
FY 19-20- Rs.24.00 Crs

FY 18-19 Rs.14.00 Crs

Fee FY 19-20 Rs.9.00 Crs
Project Shikhar Total 28.90 lakh cards issued since Sept’ 2017
Charges Analysis | Misclassification of Capital Expenditure identified

during FY 2018-20 ~Rs 500.00 Cr

Footfall Reduction
Tool

~22% reduction in branch share of transactions

Fraud Prone
branches

Risk rating of 1355(32%) risky branches have improved
over last four quarters

*Source: State Bank of India, Analytics Department

Few other

examples of

“Analytics & Artificial

Intelligence” journey in State Bank of India creating
value to the organization.

Few Examples of Such Journey Creating
Value to the Organization

Project Shikhar
(6.32 Lakh Cards Issued)
Commission accrued : 65 Cr

Anmol Sitara
(1,04,652 CA opened)
Total increase in CA balance:

Optimizing Operations

Risk & Compliance

Portfolio analysis of Agri Gold
Loan - 19.94 Lakhs AGL GL
breached LTV of 75%
(Circular letter issued by Agri
-BU)

The search of 2.09 Lakhs Shell

Reduction in rejection rate of companies was limited to 8085
32,578 Cr

Customer on-boarding
through ADHAAR (e-KYC)
adding PIN MAPPER
(Matching improved from

61% to 98%)

brs using natural language
rocessing saving huge
Identification of Non-Salary P 8 8 hug
N manpower
Package Accounts with regular
Salary Credits - (28 Lakhs) - 5.05

Lakhs (18% Converted)

1888 companies struck off
27032 leads are pending to be

attended by branches

Profiling of GST Paying Rationalization of Currency 10,800+ (58%) FCRA eligible,

Chest branches but unregistered accounts,

(400 Currency Chests Closed
Appox. Savings p.a. — 200 Cr)

Customers through SBI Channel
(opportunity — 5.95 Lakhs CA
leads, 1636 SME Leads valued Rs.
3,461 Cr)

identified and registered under

FCRA code improving

*Source: State Bank of India, Analytics Department

These examples prove that how useful/helpful both
Analytics/Artificial Intelligence are in enhancing
business leads, reducing income leakage, optimizing
day to day business operations, in mitigating risk and
ensuring compliance.

Intelligent Banking: The Future of Banking

With its ability to help mankind innovate, Artificial
Intelligence has set foot into our lives in all sorts
of ways from electronic trading platforms to
medicine, transportation, voice interfaces in homes,
entertainment, education, Banking services etc. In
future, it may impact entire Banking value chain.

Some of the expected changes are:
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1. Al probably becomes the most important thing
that humanity has ever worked on. Something
more profound than a computer, mobile,
electricity or fire.

2. Al makes possible giving top notch service to all
the customers which banks can’t afford currently.
Instead of customer giving a request for a
service, virtual agent analyses data, predicts the
customer requirement & proposes the services
personalized to the customer needs.

3. Conversational Ul (User Interface) to help
customers more seamlessly with normal
enquiries in natural language, via natural language
processing. That means users can ask questions
and receive an answer in natural language thus
giving a better experience for the customer.

4. Al analyses customer’s data and helps banks
to have insight into his creditworthiness. Pre-
approved loans will be given to a large range of
customers without documentation and without
even visiting the branches thus making physical
branches redundant.

5. Robo or an artificial agent helps you in better
managing money across whole banking life.

6. An autobot will analyze legal documents,
agreements, contracts etc. in seconds thus
saving lot of human hours. JP Morgan Chase
has already introduced a bot by name “COIN”.
These bots will become a common thing across
all banks.

7. Al will be of much help in detecting every instance
of Money Laundering in much lesser time at much
lesser cost which in today’s times is a complex
task.

8. Totally, Al changes the banking scenario and
gives banks and financial institutions fresh
avenues of business and previously untapped
savings, margins and profit.

9. Finally, Alwill be ourfriend, providing conversation
and comfort to the lonely, will be our assistant

The Journal of Indian Institute of Banking & Finance

and will help you to cut down our work.

Conclusion

With ever increasing digital transaction, there will be
a large data trail from opening of accounts to day to
day credit/debit/wallet transactions. Banks need to
adapt to latest technologies to store and manage this
unstructured data in real time. To gain competitive
edge, banks must analyze this data, extracting
valuable insights which in turn add a significant
business value.

To conclude, Artificial Intelligence and Analytics
together provide much more strength and helps banks
to boost organizational success and in achieving
their main goals viz., Performance, Profitability,
Compliance, Competitiveness and Risk Reduction.
They are the game changers & can help banks
distinguish themselves and remain competitive in the
future data driven world.
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= Subhransu Gupta*

Competition from Fintech and resultant changing
talent priorities in Banking Sector is posing a big
challenge. The growth in digital technologies in
banking industry has been phenomenal. In just last
five years, according to data from the RBI, the volume
of digital payments has moved from 6.09 million in
2013 to 24.33 million in 2018. There is an increase
in the penetration of banking and digital services. In
fact, India ranks on the top of the list with the highest
number of global bank branches, closely followed by
China.

As technology based digital disruption creates new
opportunities it also creates new challenges. The
Banking & Finance sector is facing multiple challenges
- such as regulatory landscape, changing customer
preferences, changing expectation of stakeholders,
and delivering secure and secrecy compliant services.
As the sector realigns itself to changing technologies
and intelligent automation, Talent management has
become more challenging.

In view of the aforesaid emerging scenario, it is
pertinent to discuss the ‘Talent Management’ in
wider spectrum, covering various relevant aspects
in relation to banking sector such as Talent, Talent
Management, Objectives of Talent Management,
Process, Models, Strategies, Challenges, Futuristic
Talent Management challenges, Expected qualities
from the talent in changing time etc.

Talent may be defined as the natural aptitude, an
internal quality that emerges effortlessly. Studies have
proved that genes play a vital role in talent. Talent
defines the way an individual responds to certain
stimuli. The environment also plays an important

Talent Management in the
Emerging Banking Scenario

= Havyang B. Zala**

role in talent identification and development. With
the advent of Liberalisation, Privatisation and
Globalisation era, there has been a paradigm shift in
the present Human Resource Development approach
in which enablers have been created so that the
employees could fulfil their aspirations and utilise
their potential to the best. This shift has come due
to the belief that human resources are sources of
competitive advantage and not merely employees
fulfilling their job responsibilities. In order to compete
and create its own position, every organization
has to adopt the latest technology, hire the best
talent, offer the best quality in terms of product and
services at economical prices in order to retain both
— the customers as well as the employees. Under the
present scenario, the most familiar talent functions
related to human resource are:

e Talent Acquisition- It refers to the process of
attracting and recruiting skilled employees.

e Talent Management- It refers to the process of
developing and retaining employees with skill
training and succession planning.

e Talent pool- Formation of a group of candidates
who are potentially a good fit for organisation’s
current of future needs.

Definition of Talent Management

Talent Management may thus be defined as the
goal oriented and integrated process of planning,
recruiting, developing, managing, and compensating
employees.

Talent Management can be better described through
the following three main perspectives:

*Chief Manager (Research), State Bank Institute of Human Resource Development (SBIHRD).

**Assistant General Manager (Faculty), State Bank Institute of Human Resource Development (SBIHRD).
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1. In the first perspective, talent management is
considered as a set of functions and practices
which are typically the functions and practices of
Human Resource Management.

2. In the second perspective, talent management
is defined in terms of Human Resource planning
and projecting employee needs.

3. In the third perspective, talent management is
treated as a generic entity and either focusses on
high performing and high potential or on talent in
general.

The resource-based view of strategic management
assumes that only strategically valuable, rare, non-
imitable and non-substitutable resources may
become a foundation of a sustainable competitive
advantage (Barney, 1991). As talent fulfils the stated
criteria, talent management is the key process for
development of the organisation and building a
competitive advantage.

Talent management is defined at various levels
and from different perspectives and its definition is
influenced by markets, industries, organisations,
geographies, intellectual disciplines, generations,
and the nature of work (Olivier Serrat, 2010). Talent
management can be considered as the systematic
process of attraction, identification, development,
engagement /retention, and deployment of the
individuals who possess high potential add value to
the organisation.

In view of the above stated facts and including the
various school of thoughts, talent management can
be summarised as adoption of continuous holistic
strategy by an organisation for sustained competitive
advantage and overall growth.

Global Perspective on Talent Management

i)  Eversince the Global Financial Crisis in 2008, the
business world has witnessed persistent growth
accompanied by pressure which demands
for renewed perspective on performance and
associated practice of talent management.

i) According to Oxford Economics Global Talent
2021, the following forces which will have the
biggest impact on the organisation’s talent
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requirement in the years ahead:

e Advances in Technology (42%)

¢ Globalization (41%)

e  Shift in labour demographics (38%)
e  Customer needs (38%)

e Competition (38%)

il The strategic use of data and analytics in
talent management by the Human Resource
Department in an organisation will lead to
employee development practices which would
ultimately enhance the performance and
contribute towards attainment of goals and
objectives.

iv) Organisations aspiring to reap the best benefit
of talent management need to implement a top-
down methodology that starts with business
strategy and moves down the ladder to specific
competencies.

v) Human Resource professional of an organisation
needs to share the data on talent management
with the executives, top management, and other
stakeholders so as to create an overall awareness
and take appropriate steps as deemed necessary
for achieving the business objectives.

Forces having biggest impact on the organisations
talent requirement

Competition 38.00%

Customer needs _ 38.00%

Shift in labour demographics 38.00%

Globalization 41.00%

36% 37% 38% 39% 40% 41% 42% 43%

Source: Oxford Economics Global Talent 2021

vi) It is very important for an organisation to align
business and people strategies and Human
Resource Department can provide the required
assistance.

vii) The use of data and analytics shall enable Human
Resource Department to portray metrics-based
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talent management and be associated with more
tangible ownership over performance.

What is talent data and
banking scenario?

Talent data is defined as the information and insight
on Talent available with an organisation which is
assimilated through the Talent Management System
comprising of recruiting, onboarding, learning,
performance, compensation, succession, and
workplace collaboration. The information includes
demographic, mobility/activity, behavioural data
associated with talent internally or externally.

its relevance in

Talent data helps the organisation in improving
the employee engagement and productivity which
enables for better workforce decision.

As per Institute for Development and Research in
Banking Technology (IDRBT), the Banking Sector
needs to increase focus on the artificial intelligence
strategy, data management, internal digitisation,
talent creation and developing safe systems. (Source:
Business Standard, September 12, 2020).

The report on Deloitte’s Human Resource Benchmark
for Banks 2012, has reviewed the investment in Talent
Management and Human Resources. After reviewing
both the internal and external pressures, the report
highlights investment gaps, most notably in talent
management. Key findings within the banking sector
identify vital areas to focus on including:

e  Staffing inefficiency in the centres of expertise,
particularly in areas of talent management and
Strategy and program design.

e Transaction inefficiency within talent

management administration.

There have been far-reaching developments in the
roles and activities of banks and financial institutions
in recent years which has highlighted the need for
appropriate  manpower planning and personnel
development. The most vital challenge is to ensure
that the banks can recruit and retain appropriately
qualified and experienced staffs. However, the
developments outside the financial sector and
competition for key personnel even from international
agencies has made the task increasingly difficult.
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Main objectives of Talent Management in the
banking scenario

1. Creates overall improvement in businesses
performance

The objective of overall improvement in
business performance is achieved when Talent
Management incorporates the 3 vital components
viz: rapid talent allocation, positive employee
experience and a strategic HR professional team.

2. Keeps the organisation active, focussed and
competitive
The basic function of Talent Management is
hiring and developing the talented employees.
It provides strength to the organisation and
prepares for facing the changes and challenges
and design risk mitigation in competitive
world. Banks have to comply with the rules
and regulations of the various regulators. It is
imperative for the banks to percolate these traits
amongst its employees which can be made
possible through proper talent management.

3. Propels innovation

Technological advancement has brought
revolutionary changes in every field- industry,
service etc. The success in harnessing the
benefits of these technological developments
lies with skills and capabilities of the talented
employees. These employees either utilise the
technology for the betterment of operation which
ultimately improves the performance level or
brainstorm other techniques which could vyield
better result by using the technology. There has
been a paradigm shift in the banking operation
- from manual to CBS, from local to anywhere
banking. Such transition involves proper talent
management.

4. Helps in better cohesion amongst members
and yields productive teams

With the application of appropriate talent
management strategies, better cohesion can
be created amongst the team members which
would ultimately create a more productive team
in the organisation.
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5. Lowers Attrition

For any organisation, the level of satisfaction
amongst the talented employees plays a major
role in its success. Proper Talent Management is
bound to play a pivotal role in this aspect. Higher
level of satisfaction amongst such employees
leads to greater motivations, better performance
and remain associated with organisation for
longer period. The proper succession planning
and nurturing of the talents since inception helps
these employees climb the management ladder
through their long-term association with the
organisation. Attrition at lower level has always
been a concern for the banks which can be
addressed by proper talent management.

6. Enhances the brand value as employer

Adoption of proper talent management strategies
by an organisation creates positive impression
not only amongst the internal workforce but
also creates strong brand in the external world
thereby attracting talents in future.

7. Growth of the
organisation
The talented individuals act as source of
motivation for others and help in growth of the
individual as well as that of the organisation.

individual as well the

The Talent Management Process in Banks

The activities pertaining to Human Resource
Management in Banks involves recruitment, selection,
training, performance appraisal and management,
career planning and compensation. These activities
can be summarized in the following sequential steps:

i)  Decisions regarding filling up the vacant positions
through job analysis, personnel planning, and
forecasting.

i) Creating a pool of job applicants by recruiting
internal and external candidates.

iiy Initial screening through interviews for the
applicants with completely filled application
forms.

iv) Further, usage of various other selection tools
such as written test, exhaustive interviews,
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background checks, medical test to identify the
viable candidates.

v) Decision about providing the offers and creation
of waiting list if required.

vi) Conduction of orientation, training, and
development of the employees to inculcate
the required competencies to perform the job
assigned.

vii) Performing proper appraisal to assess the
performance level and communicate the same
to the respective employee to make them aware
about the strength and weaknesses. This would
help in rectifying the position and lead to overall
improvement.

viii) Properly motivating the employees through
rewards and compensation.

The above activities form integral part of Talent
Management process and is illustrate below:

Job Analysis,
WOFKf_OrCG Recruitment
succession and i
: Selection
planning
Strategic goals &
requisite workforce
competencies
Compensation Training,
Pert. development
Me ormancet and learning
anagemen management

Talent Management Model

Various schools of thought have proposed various
Talent Management Models, however, there are
no standard models. According to the experts, the
most appropriate model should invariably include
the following processes as applicable to the banking
industry:

1. Planning: It is a vital process as proper planning
directs the model in conformity with the goals
of the organisation. It will not only ensure
availability of right talent with experience for
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the organisation, but also assess the current
scenario for the existing employees and propose
road map ahead. With the merger of the banks
and offer for Voluntary Retirement Schemes, it
has become necessary for the banks to undergo
proper planning with regard to Human Resources
and its associated talent management in the
present context and in the near future.

2 Attracting: In the present scenario, it is equally
important to attract the best talent as numerous
options are available with the job hunters. The
attracted talent has to possess required skills
and should develop further while working with
the organisation and align with objective of
the organisation. Attracting right talent also
brands the organisation as a coveted employer
and increases the visibility and approachability
amongst the job seekers. Last, but not the least,
a positive impression is created in the minds of
the people and ensure continuity is attracting
best talents for the job.

3 Developing: Developing of the talent has wide
scale impact by not only allowing individual
growth of the employee but also as a strategic
plan to equip the employees by sharpening their
skills sothat organisation can face new challenges
in the dynamic world. In banking scenario, this
is very much required. Development motivates
employees and encourages them to excel further.

4 Retaining: Another aspect of Talent Management
is to retain the talent. The various inputs provided
to employees in the form of compensation
(monetary and non-monetary) and self-
actualisation through training and development
enhances the sense of belongingness
towards the organisation. This brings long
term association which ultimately benefits the
organisation by bringing down the attrition rate.
Studies have revealed that higher attrition rates
in banks have led to economic and opportunity
loss. Retainment of talent would avoid such loss.

5. Transitioning: The next stage involves
transitioning. The talent which has been recruited
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and developed in accordance with organisation’s
objective needs transitioning as per the
requirement. This would enable knowledge
management and pave way for further talent
development. The various phases of transition
such as promotions and preferred postings instil
positivity among the employees and enhances
the productivity. Banks have been modifying its
structure and functional outlay.

The various processes of talent management as
applicable in the banking scenario are depicted
below in the illustration.

+ UNDERSTAND BUSINESS
STRATEGY
= MEASUBERLERTEYOALLMTION
= WORKFORCE PLAN

[ + SUCCESSION PLAMNING
» INTERMAL MOBILITY
| * RETIREMENT
+ KNOWLEDGE MANAGEMENT
|  EXIT INTERAEWS

ORGANGATIONL
CORGANISATIONAL Ltsine e |
ANE BUTEOMES
STRATEGY . -
= CLAL TR - AARKETING
= RERMUKRERATION STRATEGY ‘ = FMPLOYVER WALUE PROPOUITION

= TALENT ACOUESTION
= FRDELAMOBESA ONSLL TANTS.

» ON-BOARDING
SPERFORMANCE APPRAISAL S
WLARAGEMENT
aLEARMNIMG AND DEVELOPMENT
s CAREER PATHWAYS
« CAPABILITY FRAMEWORKS

Source: expert360.com

Talent Management Strategy adopted by
different banks

The Talent Management Strategy in an organisation
is derived from the talent management model
being deployed and is properly aligned with the
organisation’s goals. Further, the strategy defines
the processes. Following are some of the strategies
being adopted by the different banks:

Strategy 1: Recruitment of Employees at Top
Position

With the change in the bank’s internal policies and
effect of the policies issued by the Government
of India, many banks are now recruiting top level
management (Managing Directors, Chief Executive
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Officer etc) from outside the organisation. Pros and
Cons attached in adoption of this strategy are given
below:

Pros

¢ The organisation gets the best talent for the top
position.

¢ By utilising the experience and expertise of the
recruit, the organisation is able to grow faster.

e The organisation is prepared better to face the
challenges and risks.

Cons
e |tis an expensive effort.

¢ |tcouldlead to dissatisfaction among the existing
top management.

* Process is time consuming.

e |t may pose a challenge for the newcomer to
manage the existing team.

Strategy 2: Recruitment of Specialists and
developing them.

Banks are recruiting specialists at lateral positions to
fill the immediate vacuum in the specialised areas.
Recruitment of Chartered Accounts as Credit Analyst
has become a common phenomenon in the banks.

Pros

e Leads to finding of talents in short period when
the organisation is in the urgent need for the
specialised talent and there is insufficient time
for grooming up of the existing workforce with
specialised knowledge.

e |n most of the cases, such talents are hired
initially on contractual basis whose total Cost
to Company is less as compared to the existing
employee. Thus, saves cost for the banks.

e With proper training

the specialised talent
organisation’s objective.

and development,
is aligned with the
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Cons

e Organisations have to impart greater effort and
larger investment for all round development of
specialised talent as they lack knowledge and
experience in other areas.

e Pace of organisation’s overall growth may be
hindered.

e Being on contract, the recruits lack sense of
belongingness and it is difficult for the banks to
retain such talents.

Strategy 3: In-house Development of Talents

Job Family concept has been introduced in the
various banks. The employees are identified for the
different job families depending upon their inherent
aptitude, talent, skills and the expertise developed
while working with the bank for a period. Such
identified employees are further groomed according
to the job family.

Pros

e As the in-house talent is groomed, it is less
expensive and less time consuming.

¢  Allocation of job families motivates the employees
to perform better thus improves productivity.

e Since itis an in-house process, clash of interest/
opinions does not take place amongst the
talents.

Cons

e |mplementation of the strategy at the core level
faces lot of resistance.

e Proper Talent Management might suffer due to
non-uniform weightage given to the different job
families by the organisation.

Banks adopt a judicious mix of the strategy depending
upon the requirement.
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Challenges of Talent Management

Some of the top talent challenges in the context of
emerging banking scenario could be as under:

Retraining & retaining a digital workforce: Among
the top challenges that the sector faces is the need to
retrain the talent to meet the needs of the business at a
time when there is continuous change and disruption.
The need for specialized digital skills is changing
the demand for skills, recruiting, and retaining such
quality digital talent is a challenge.

As regards upskilling talent, how you deliver the
present needs of Core Banking Systems through
technologies like mainframes yet reskill and poly-skill
this employee base to cater to Cloud Computing and
Big Data is a key to success.

Once banks have identified skilled employees, and/or
retrained their workforce, the key challenge then is to
retain this talent. The challenge is the ability to recruit
the right mix of technically skilled people, integrate
them into the business and keep them engaged
enough to be retained.

Banks will need to have a different mindset in the
way they treat employees. It is not just money that
today’s talent is after-it is meaningful work, flexible
methodologies and being challenged by working with
more agile teams.

To succeed in the marketplace of talent, banks
will need to get better at not just identifying and
reskilling, they need to build an organizational culture
of continuous learning.

Leverage the power of data: The banks need to
leverage data to make Talent Management decisions
- instead of making decisions on subjective biases or
customary practices, some areas where banks need
to leverage data to are Recruit, Retain, Motivate and
Promote talent.

Cultural Diversity: As talent strategies get more
robust and agile, banks will also need to take a call
on managing cultural diversity issue in addition to
enabling a workplace culture that considers a new
generation of digital native employees.
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Futuristic issues in Talent Management

With so much volatility in the financial services
sector, different types of learning and development
would be required to keep the current workforce

Banks are facing the challenges on one hand, they
need cloud computing, Al, and digital marketing to
remain competitive. On the other hand, they also
have large workforces which need to be retrained.
Learning programs can help develop these new
capabilities.

At the same time, reinforcing employee engagement
is also key to staying competitive with other banks,
insurance companies, and financial technology
firms. Cloud solutions can help, providing easier
access to HR information, a marketplace for internal
opportunities, and learning for career development.

Talent management for financial services is
different among generations and will require
different programmes

Technology is revolutionizing how bank employees
and personal financial advisors interact with
customers. Technology driven ways of interaction
such as New self-service, Al based advisory etc.
are playing pivotal role coupled with face-to-face
interactions for specific value-added services sought
by the customers.

This revolution impacts the capabilities and tools
required by financial services teams. Different
generations have differing viewpoints on the arrival of
Al and other emerging technologies. Millennials are
most excited about Al, followed by Generation Z and
Generation X and Baby boomers.

Training programs on the other hand, generate more
interest. Millennials and Generation Z have the most
interest along with Generation X, with baby boomers
at the least.

As younger generations pursue finance careers,
culture issue would be demanding different
dealing

Younger generations are used to higher levels of
collaboration across the organization and want
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workplaces with immediate access to colleagues,
managers, mentors, and subject matter experts
where they can build meaningful relationships.

Digital assistants make onboarding tasks,
performance assessment, and general self-service
easier to handle. Cultural diversity is important.
HR Personnel are now inclining on bringing about
cultural diversity and obviating monoculture. It is
important to bring in and welcome people who have
different cultural backgrounds and experiences. This
results in ushering in talented people, regardless of
their backgrounds, to fill positions and be ready to
progress to senior roles.

Hierarchy Structure

Up till now Rank and Status in the company carry a lot
of weight. But times are changing, same will be less
important. Collaboration is increasingly becoming
more important to the future workforce than authority
and rank. Toward this end many organisations are
switching towards leaner structures. These structures
offer greater responsibility to employees and require
leaders to rethink ways of communicating and
influencing.

Emotional fulfiiment

Offering talent, a purpose bigger than their needs is
essential. In the talent management process of this
sector, experts have found that an EVP (Employee
Value Proposition) focusing on financial rewards is
not enough anymore. Banks are recalibrating what
they can offer talent, and there is a greater focus
on emotional fulfilment. For example, there is a
need to rethink Variable Pay for those who prioritise
opportunities for a challenge over financial rewards, or
those who value a workplace that offers development
and learning opportunities.

Flexible work arrangements

Flexible work arrangement will continue to evolve
across industries and around the world. This includes
allowing talent to choose work locations, providing
internal candidates devices to work remotely, and
more. Of course, flexible schedules are not suitable
for every department in a financial institution, which
is required to run 24/7. Managers are therefore
empowered to decide on flexible work in the interest
of the company as well as the individual.
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Qualities of future talent in Banking

Automation technology has enabled banks to
increase productivity, simplify work design and
improve customer service, growing deposits and
revenue without adding staff. So, with the future at
our doorstep, there are desirable qualities a banking
industry should be looking for in potential talent:

1. Digital Fluency: A general comfort level with
technology and the ability to quickly pick up on
advancements are now essential characteristics
of successful employees. They are expected to
be digitally fluent and contribute towards creating,
testing, and refining new automation capabilities and
experiences in the organisation.

2. Interpersonal Skills: With automation covering many
back-office tasks, the demand for interpersonal skills
has skyrocketed, particularly in respect of customers’
preference for bricks & mortar for value-add interactions
and advisory need.

3. Tenacity: IQ and EQ remain important - but are no
longer enough in view of massive social, economic,
and technological changes and resultant transforming
environment in which we operate.

Future leaders are going to be people best equipped
to handle these upheavals, challenges, dead-ends,
roadblocks and yes, failures that go along with
them. These leaders will have the strength to honour
their commitment during adverse times, rather than
succumb to the temptation to quit. They will have the
drive, self-belief, and patience to persevere despite
setbacks, the agility to withstand the impact of failure
and grow from it. Meaning, Tenacity is the quality
demanded of the leaders in a time to come.

Disruption, change and consequent element of
uncertainty is now compelling organisation to pay due
weightage to the Tenacity Quotient (TQ) of the leaders
and due place in formulating Training & Development
system, Performance Assessment System and
Capability Building strategy.

4. Entrepreneurial Spirit: A go-getter mentality goes
a long way. As the role of many bank team members
becomes less defined, they can take more initiative in
creating and pursuing new projects that can enhance
the customer experience and benefit the organization
at large. Having a tendency for exploration, which will
drive them to go out of their way to find new areas of
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interest, to break the boundaries of the present, and
to search for new opportunities for their organization,
customers, and teams.

5. Adaptability: The ability to adapt to changing
technologies, evolving processes, shifting
responsibilities and a fresh repertoire of skills to
master is essential.

6. Problem-Solving Abilities: The top reasons
customers will go into the bank of the future are to
resolve an issue and to seek advice from a human
advisor on complex products such as mortgages.
Both scenarios require bank employees to think on
their feet. Employees must be able to quickly assess
a situation and be able to turn any interaction into an
opportunity for product cross-sell is a must-have tool
for the job.

Adopting learning initiatives by Organisation
One key element to successful talent management
is learning and development. The bank which adopts
learning and development initiatives will reap the
rewards of an engaged workforce. From formal
training programs to informal mentoring schemes, it
is imperative that everyone is an active participant in
the initiatives. Achieving buy-in will help organisation
to identify areas in need of development, individual
employee performance and areas at risk.

The challenge throughout learning and development
program is to create an environment that cultivates
leaders who, in turn, encourage growth and learning
and facilitate achieving a competitive edge. From
matching the right candidates to leadership roles
in the hiring stage to setting career goals, training,
feedback and support, learning and development
programs are key drivers to employee retention and
effective talent management.

To sum up, it can be said that from hire to retire,
talent management program is pivotal to address
wider concerns such as employee engagement,
performance management, connecting employees
to the organisation and diversity and thereby
achieving organisational growth and development
with specific reference of banking sector. The drivers
are technology and fast changing trends reshaping
workforce, pressure for performance and challenge
of retaining performers, ever increasing expectations
of stakeholders, regulations and ofcourse, fierce
competition. HR leaders are at the very core of this
transition as pivotal enablers to strategize taking on
challenges successfully.

v

BANK QUEST THEMES

The theme for January - March, 2022 issue of “Bank Quest” is identified as: Effective resolution of stressed

assets.

[IBF’s Quarterly Journal, Bank Quest has been included in the UGC CARE list of Journals.
The University Grants Commission (UGC) had established a “Cell for Journals Analysis”
at the Centre for Publication Ethics (CPE), Savitribai Phule Pune University (SPPU) to
create and maintain the UGC-CARE (UGC - Consortium for Academic and Research
Ethics). As per UGC'’s notice, research publications only from journals indexed in UGC
CARE list should be used for all academic purposes.
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= Alokita Krishna*

Introduction

The global and the Indian Derivatives market has
seen an unprecedented reform in their regulation
post the 2008 global financial crisis. The G20 reforms
that mandated the requirements of central clearing,
trading on electronic platforms and reporting of
trades in the OTC market strengthened the role
of financial intermediaries in the financial system.
The idea of creating this financial structure was to
decentralise the amount of risk undertaken by the
different financial participants and distribute those
risks within the system. Thus, a number of central
counterparties,
trading platforms (the swap execution facilities in
the United States, Organised trading facilities in
Europe and the Electronic Trading Platform in India)
mushroomed across the world.

trade repositories and alternate

However, from a regulation point of view, oversight of
these financial intermediaries became a greater cause
of concern. These entities were then categorised as
‘too big to fail’ and global regulatory standards were
introduced for their oversight. The Committee of
Payment and Markets Infrastructure introduced the
Principles of Financial Market Infrastructure in April
2012, applicable to such kind of intermediaries. The
implementation of these global standards has been
an ongoing process and is still yet to be implemented
in some jurisdictions in the world.

Regulation of Decentralised Financial
Technology in the Derivatives Market

While these developments were still in progress,
the advances in the financial technology (FinTech)
has taken the world by storm. While Fintech aims at
touching every aspect of the financial system, the
most revolutionary could be the complete elimination
of one or more intermediaries from the financial
structure. Technologies such as the Distributed
Ledger Technology, cloud computing, storage and
big data may soon reduce or remove the need of
‘brick and mortar’ intermediaries.

Present Derivative Market Infrastructure and its
Decentralisation

As discussed above, the reforms after 2008 in the
derivatives market led to serious changes in the way
these markets functioned. The Over the Counter
Derivatives market too were made subject to
stringent regulations and all trades were mandated
to be cleared through a Central Counterparty and
reported to a Trade Repository. The idea behind
these intermediaries was distribution of risk and
centralised record keeping. But fintech is aiming at
further decentralisation of this risk taking and record
keeping activities. This comes as a consequence of
the rising ‘too big to fail’ debate around these financial
intermediaries.

The two technologies capable of bringing about these
changes are- the Distributed Ledger Technology and

*Ph.D. Scholar, The West Bengal National University of Juridical Sciences, Kolkata.
**Former Deputy Manager, Clearing Corporation of India Limited.
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the Peer to Peer model of direct user interaction
which is currently serviced by the alternate trading
platforms. These technologies when supported by the
existing IT infrastructure of artificial intelligence and
big data along with the fast growing base of internet
users will catalyse these changes.

Smart Contracts along with the P2P model would
eliminate the features of settlement and custody from
the derivative's trading process and automate these
financial services.

The smart contracts work on information available
on the blockchain or any other external data source.
The most popular blockchain platform is Ethereum
whereas the most common programming language
for smart contracts is Solidity. A common elucidation
of the working of a smart contract in the field of
derivatives has been discussed below:

Two parties A and B decide to enter into a swap
transaction whereby, both parties have certain
payable and receivable at a given point of time. In
case of a traditional contract, both parties would
face counterparty credit risk as one of them may
fail to fulfil their obligations. A solution to this would
be to go through an intermediary which could be
a clearing house or any other financial institution.
But this could also be risky as a lot depends on the
intermediary’s health i.e. it should be “too big to fail”.
Smart contracts, on the other hand, provide a risk
free architecture whereby, there is no intermediary
involved. The information is stored on all nodes of a
blockchain making it immutable and the contractual
obligation will be executed by the program only when
both parties have made their required deposits.

Regulatory Outcomes of Adoption of Decentralised
Technologies

Adoption of these technologies may give rise to
several regulatory and governance issues which are
detailed hereunder:
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Jurisdictional issues

As discussed above, the new products and technology
may lead to an inevitable overlap of the jurisdictional
authorities of various regulatory agencies. These
overlaps may be obstructive in the course of quick
actions and timely response in a crisis situation.
Not only regulators from within the jurisdiction, the
nationality and the product offering may also attract
the regulatory jurisdiction of foreign regulatory
authorities. This emphasizes on the need to have a
cooperative arrangement between authorities to work
in tandem and have a common objective and course
of action for crisis situations.

Conflict of laws

The use of distributed ledger technology and smart
contracts also poses a fundamental issue of governing
law in the cases of dispute. While the technology has
surpassed borders, the legislations and the justice
system is still bound in the confines of sovereignty.
The choice of law would no longer be decided by the
parties but would be system driven. All aspects of
investor protection and enforcement would lay with
the system provider. It may be very difficult to enforce
awards from different jurisdictions especially in cases
of insolvency where the sovereign and national claims
would take precedence over any other foreign claim.

Competition law

The heavy use of technology would also create a
barrier for the entry of new forms as technology cartels
could easily form on the distributed ledger technology
networks. There would be a monopoly of the first
movers and lack of technology sharing arrangements
would result in a heavy capture of market share.

Accounting and Governance issues

While it may be easier to get true and complete
information about transactions in the blockchain
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systems, it may be an accounting nightmare to
log the entries based on the current accounting
standards. Therefore, changes have to be made to
the accounting norms to incorporate changes based
on product categories. This may also require changes
in the governance standards to incorporate specific
changes to reflect the correct picture before the
Board.

Data and privacy protection

The amount of data that would be stored on these
networks would be enormous and accessible to
many nodes in the network for verification. A key
component of the financial markets is confidentiality
of information and very strict cautions are placed
in law today over it. Leak of vital information about
trading behaviour can cause disruption in the system.
Therefore, a strict privacy policy and data protection
regime at a global level has to be implemented to
prevent any disclosure of confidential information.
Also information within the networks should be end
to end encrypted and decryption of such data may be
allowed only in exceptional cases.

Criminal laws & Penal Process

Financial markets are susceptible to frauds, data theft,
unauthorised access and breach of protocols among
other crimes. As discussed for the data protection
and privacy above, a task force and a harmonious
crime handling procedure will have to be formulated
to ensure that no such incidents cause a disarray in
the financial markets.

While there may be several issues arising due to the
implementation of technology, it cannot be argued
that it is imminent and inevitable. Therefore, the best
approach for any regulatory agency or any nation
would be to update its regulatory technical standards
as quickly as possible. Merely ignoring the change
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will not make it go away. The national authorities
of different jurisdictions must come together at a
consensus to jointly resolve the legal issues that may
arise.

Embedded Supervision

The most viable solution before the regulatory
authorities is to incorporate supervisory programs
within the network itself. This is popularly known
as the ‘SupTech’ or ‘RegTech’. While RegTech is
mostly beneficial to the person who has to comply
with regulations, Sup Tech is beneficial for regulators.
RegTech is a program designed to automatically
report compliances to the regulator by extracting
information from the system's real time. SupTech on
the other hand are supervisory programs embedded
in the system that alert the regulators on any
unwarranted change in the system.

RBI and SEBI fintech regulatory sandboxes

The financial regulators in India, RBI and SEBI have
recognised the need for developing and encouraging
these fintech innovations for the benefit of the
market. For this purpose, they have set up regulatory
sandboxes.

‘A regulatory sandbox usually refers to live testing
of new products or services in a controlled/test
regulatory environment for which regulators
may (or may not) permit certain regulatory
relaxations for the limited purpose of the testing.
The regulatory sandbox allows the regulator, the
innovators, the financial service providers (as
potential deployers of the technology) and the
customers (as final users) to conduct field tests to
collect evidence on the benefits and risks of new
financial innovations, while carefully monitoring
and containing their risks.’
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Accounting

Accounting and audit norms and standards may also
have to be modified to include new products and
complex transactions.

Updation of technological changes

Technological changes in the regulatory system has to
be one step ahead of the market if proper supervision
is to be maintained in a proper manner. The global
task force of regulators working on technology
can help immensely in importing such surveillance
measures in the system.

AML/ KYC Norms

The cross linkages between the nations has
also required strict adherence to the anti-money
laundering and know your customer norms. Most of
these controls are applicable for a large number of

financial market transactions even today.
Cross country cooperation

In addition to the above, a strong cooperative
arrangement has to be formed between nations to
ensure that these issues are deliberated and resolved
at a global level.

Cost Benefit Analysis

The ‘too big to fail’ intermediaries have always carried
a burden of concentration risk. While many risk
management measures have been implemented to
counter it, decentralisation with the help of technology
appears to be the best measure. The benefits of such
a technology can however be realised when used at a
large scale and adoption by all parties in the financial
service industry. The management of cyber security
and maintenance of the integrity are the most crucial
questions when it comes to the implementation of
these technologies.
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The Financial Stability Board conducted a study
and reported its findings on the new risks that these
technologies could give rise to. These included
newer greeter forms of concentration risks like those
regarding the operational controls over the DLT
systems, greater procyclicality, lack of accountability,
recovery and resolution challenges and a plethora of
legal risks.

However, the disadvantages that the modern trade
and post trade cycles have brought about can be
greatly limited by the use of DLT and Smart Contracts.
These include the cost that the parties bear on parking
the collateral towards liquidity costs which still tilt the
advantages towards uncleared trades. Secondly,
reporting errors have caused problems and caused
severe glitches in the post trade procedures.

The Way Forward

Consumer confidence forms the basis of the stability
of any financial system. Decentralisation may impact
consumer behaviour in a large way. Therefore,
implementation would require handholding and
proper training and awareness. As discussed above,
there may be regulatory and legal issues arising out
of this transformation but they don’t pose as a dead
end, rather a framework for a more organised and

transparent set up.

In the Indian context, the technology laws would
need the most amendments to include the provisions
for such an intermediary in the financial space. The
extent of regulations that can be imposed on an entity
or person or technology provider residing abroad
will also be have to be considered. Cross border
cooperation between jurisdictions will also be based
on an enforceable agreement than just a common
understanding.
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ferdl B U § 9% FEQR o W@ €1 WY qar el @
fop aFSien enfial @ Gafd 90% e sl gRT o Sl
T TTeT FT S AT 3T ThR o6 3Tcgel foiay Aot we=
F R fRU S 21 d 9k 70% I ik onfeaar i welt
(partics) ol 314 qed W (at inflated prices)éﬂﬁé}éﬁ
el & O B 21 F@ o Rl 2, R W 9Ra @1 O TR
& Bt 3k 3o IRer & T geel @ vate foxita fram
A

dg I & o N F WS Al F IMHR W HRA
&l O T, TR Q. TA. I Td: AT 376 (sunset clause)
debret feifta wE =few) I S 9 @1 e famEd
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3FToteh MM (legacy NPAs) & BEHRI UM &, W 38
frafd TR & owied %uil ¥ fued & foau s #
IUTS FHM FaET & Taie 8| < & o€ s & IEA
B T 3T B A1 — 1 &Y Y T4 il 75 S Al Hioh
ferear | gafeTe <A &t T W A ST §T .0 T, &l
Wﬁﬁgﬁ]ﬂﬁﬁﬁmmlaﬁ@qw&om
assets) | o a9 1 siaRA (transfer) SHTAT hIg THT ol
2| T GHHEE & U S T WA g =ifey)

X dF F A U R AR 9 § Aeash weE|
det 3 ok gia huferall Y Sid - Heoigl B AR sigd
Y Y STEL €1 A8 WEHF T TR @ T, (NARCL)
3R 3= 3fe gviae Shufall & Al # Tt At el
fisrd dep I uRdE skET A vl o Wiy wWos
2019-20 Y RAiE § 59 fiig W ea T fhar 21 Frefiteh
ﬁﬂéﬁ%ﬁm‘%ﬁw (provisioning) ﬁa@rm%ﬁ?
B e T T
frrarer & i & St & 2, foresh aRurRewy onfe gvia
HutEl g SR ey e F St @ sfer A 2018
& 81% U T A 2020 F 67% W I T §, fhq
T.CHRH T, & A 81 & a6 aHaga & g8 Hl
3R oft TR & o 2 e o W SR % e |
& FoR T B, e enfe - e W A fa ik
fraa & oA aEE T A

Senl @ Aw

TR, % §9 F {9 o€ dh Y o gug F weften
&I ST T@ oft, IgR! =T § IR SR H gEh B T @ eI
W) bl & TR 5 391 A1 2| (e qw A
1 QU S o, S 3R | SA1ET GhRIHS ST Al
37| Go Heyy oI I8 & R orSien onftaal uwh & b
¥ dfad 9 ¥ 3% Tl F 3o3F ol A ged, it
ARk aﬁ'{' 3G (write down) & 3ﬁ'q€|'|ﬁ7=h_&ﬂ
T A e wfsramstl § s S| TR Yo § Seaus
A&l o g qHETE W Mewre e, fSe@ sfeat #
T eI U 2

T 2 ARG HUS FYA I foRa qamava nfeqal &
T B T aivifsden Sehi ah Gehel 3rsieh STRET (Gross
NPAs) § &l ST qed &l 15% U9 | & Foha &9 |
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fiem @ TRl v T # Hag faeri| gueh stfaften faradt
3Ffeieh oTfdl & SfaRd & W ¥ de o gt aRererH
R T &AM 3 Fohil, Fifeh oo & 7 veiereh ot sFsien
STl i el 1 Fefcredl @ ger & SId | & Gehar € b
ISt ST & sioht & e  GUR & ST 3k 3 Sy st
I A & S| 39 SR Toh o sffr Wi s
T R Ik AR gRT garia ufufa e @ G e §
ST FRE T B Gkl S SR ATErEhT ik S
feTT rIeHg BT TR T B § A § wfo{a e
Hl Fﬁﬁlﬁ CAEREC| S| (price discovery) & fau T IR
(liquid market) faerTm

M & TN H faeie @ gdcafed w4 & fau 98
qEuH fRar T @ i LI TE. # A Yeb B
T AT B, SN GEF S & e sl S S
e ad & fore & 2l ST Y S & R TR weuE s
& 30 T A TeaqU i T SR LT, &
fore o7 sfafted e o fren T @ R o' S Fee
@l el e Gl 8, S MW, § g7 WewH T8
21 390 .U Ue. &l STferdi o e s gl sifeh
St & A | Heg ferit| IRy enfal U B TR & U
o M ¥ MRdl & FAueM & I H FURansd & 3Te-
ST A o RO I g Al FHE GAIa & STae|

T R TH.U R WL TS, ol GhRIAS T 09 Heid
AT 1 -3 F el % SrER wfd srefed Foi
&1 S IR st gRT aiid grefer STa o gHrifeT femar
STl 81 37eled HUT ST Y G A F Ghol IS
3N <R $3 1qud e &7 § GuHT 3 agelt &1 oy
% &7 4 TS foar S, s 3 o1kl & faw Oof v
q e femar Tar @ iR STufAfEd (written off) STRETEN
1 TR-9ed Sl F qErEl § Y @ T 21 WHR
AR F @ T 30,600 FUS TGN H T AT 18%
g gl & SToh, dfe a8 fyes T8 e, wife
T TR WU, H TWHR H! TR I[eh JHAT 2|

T TR G wa, forcis § 31 gon ge @1 ferraedt
3Sien SRl &t hiaa HuiRa e WitheHa Of §
Y A AT e R ¥ fo a2, e
T § SR AT 37 e | T 21 9 &, areied
U T W FA W ot Haet o G q6 ISt gad @
gahdt 8, fa T & oreler ol & foaw g e T
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T fepan 1 €, g dep o W skl & o ol e
WU T I 2|

freend

ELIRA .. 3R RS AT, N e dfew
el STIE €, Fctiieh g9 Aot i H e gam 2
TG GRT ¥ 1998 F YR SR TEIT A §Y S
d A TWe H Haet Th R IS HGH F Few H
off | STfe TJurerT GEteM (AQR) o TIcehIcl o1 o sl Tifya
T feam T dran @ 3t TR Tl

3{e FeIS oS deh ol Wherdl Gl i T, st & fofa
IR JER & F Fgeht W ik woh woel & s
foare @ i, TOIR-3TET THMM Fowl T §WHR &
U Q@ weUs Sl & ga WHMHE § Heg fiedt
T T @i geie el onife Gl shufral €, fehg S+
PR BT 3 Yol SN FHR B F HROT § 5 TRT A
&l & THNE H 2R T ST Wahdll | TR g1 qeffa
TR T, F g gSh S gmer TE @i

TUANWTA. & &7 § o sb ol WO sh g
formaiftra TeTaTra ol & Hod W U Al @ieH i
fe & THRTHS HEd 2| TSR W T, Hhl THR &l
TR Y&k TN ST, ST 99 S 3 9 e S| a8
3Tl & TAMH | facid @l aeq § Gerae g Snfear
T TN B Bl AR TSN H e WL o STIAM AT
ST R €1 ®é TR & I A faed g ot sga e @
el SZ ART STRGAET 1 S T ST ST B
TSI 39T & YR W kel ol Tohell € foh Fraffa
Y 37afY (sunset clause) I, ol 3K d dF & a9

IRl ¥ ek 3 Helgal I FRIATON H o, 3iA-
U o W okl % R Y ael § S & fore snfeEt
F1 et e e At 3R ffde 9§ wa gu wHees
Y A ol oS sleh § FRIEt 3fsien TRl & GHEM
# SgaR afom wre 2

o
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Summary of Macro Research Report

Transforming Rural Agricultural Cooperative Banks with Microfinance Model
A Ubiquitous way of Banking Resurgence

Dr. P. Baba Gnanakumar and Dr. Nelson Michael Justin,
Kristu Jayanti College Bengaluru Karnataka

Rural cooperative societies have demonstrated
success in providing small loans to rural people by
using the microfinance model. In terms of improving
the cooperative-microfinance model, this research
looks at identifying the characteristics of the adept
financial products, which are more acceptable to
members of cooperative banks.

A strategic objective of this research is to create
a new financial product that is capable of cutting
loan recovery times and promoting sustainable
development for cooperative banks using the
microfinance system. An agenda for this research is to
determine the characteristics of innovative financial
products. To develop new products in coordination
with a holistic national and cooperative mission, the
policy agenda will suggest the criteria.

The research is motivated to find out the answers to
the following queries:

1. Isit possible to integrate the cooperative banking
models with three-level stakeholders such as
cooperative society members, self-help groups
and policymakers?

2.  What type of financial products can a cooperative
bank offer to the agriculturists under the new
model?

3. Will the new financial product solve the problem
of cash crunch in the cooperative banks?

The research design has been established by
considering the customer-centric approach used
by MFIs research in Egypt, which is based on the
conceptual value that “poor to be served”. Even
though the research tools and designs are based
on different countries, the research sample has been
selected only from India. The findings are listed below.
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Integration of the co-operative banking models
with three-level stakeholders such as cooperative
society members, Self-help groups and
policymakers:

The pilot study conducted among the 302 agriculture
cooperative members concludes that a new model
that links microfinance along with the cooperative
model is imperative to have financial viability of the
society. The integration of microfinance with the co-
operative system in the Janseva Credit cooperative
society is a successful one in reducing the barriers
in the loan repayment system. Hence, to reduce
the problems in the loan redemption system,
we suggest the integration of the microfinance
model with the cooperative sector. The integration
of these two models will be done by linking three
stakeholders, i.e., Cooperative society members,
the Self-help group and the Cooperative society.
Exhibit 6.1 shows the re-engineered model needed
for the co-operative system.

Integrated Cooperative and Microfinance Model
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Under this model, the co-operative society, before
providing a loan to the members get the opinion
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of the self-help group, where the member belongs
(1). The co- operative society will decide about the
microfinance services to the members based on the
recommendation of the self-help group. (2). The self-
help group will train or help the cooperative society
members in the respective agriculture business
(3). After the proper training, the members will
be given microfinance loan to the cooperative
society members (4). The micro-loan repayment will
be monitored by the self-help group. The interest
rate of microfinance is decided mutually by the
cooperative society and the self-help group. The
self-help group activities have been linked with the
cooperative society. A cooperative society is having
a partnership with more than one self-help group
based on the nature of business activities done by
the self-help group. The borrower will be a member
of both a self-help group and a cooperative society.

The discrete choice model created by the cooperative
managers also proved that the probability of linking
the two products, i.e., micro-venture and supply
chain credit with a flexible interest rate system is
0.549. Hence, we conclude that it is feasible to
introduce the flexible interest payment system for
supply chain credit and micro- venture credits.

The type of financial product - a cooperative
bank can offer to the agriculturists under the
new model.

To test the objective, 780 customers of the
primary agricultural bank have been interviewed.
Among them, 661 are having transactions with
Small banking companies (previously Micro-finance
institutions). The responses are validated. The
outcome of the analysis shows that a farm-based
supply chain system, flexible inter-bank payment
system, compliance with regional standards, flexible
payment system and risk coverage are the necessary
elements of a micro-finance product. We found
that the flexible payment method is favoured by
the customers over the other factors. Small banking
products such as savings services, inter-bank
transfers and risk coverage can be customised to fit

52 October - December, 2021

according to the requirements of the customers. The
micro-credit services schemes of the small-banking
companies are widely accepted by the customers.
We suggest that customised financial products are
needed for customers belonging to the agricultural
community. The financial product should focus on
the farm-based occupation, ease the compliance
procedures, and safeguard the customers from
abnormal loss. At present, the model used by small-
banking institutions is based on supply-side factors.
Small-banking companies are giving preference to
savings and micro-credits products. The demand-
side factors are excluded by the small-banking
companies. Hence, the attention should move to
demand-side products such as insurance and micro-
guarantees. The remittance system is to be made
flexibly. The following Exhibit shows the customised
service delivery of the financial products of small-
banking companies based on the findings of this
research. Hence, we strongly suggest a discrete
micro-financing model which is based on the ‘nano
financing’ model that prevailed in Egypt.

Clients’ Discrete Choice model

Product Line

Depasit Scheme | Crop laun Pqﬂﬁ*mm
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The product line of the Small banking companies
includes savings schemes, micropayments and
micro-insurance. These financial products are
to be designed based on the farm-based supply
chain system. For example, the savings period
is based on the post-harvest period, the micro-
payments are based on the cultivation period and
the insurance scheme is based on the individual crop
echelon system. The quantum of agricultural credit
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to individual customers depends on farm-based
income. The credit payment channel integrates
the multiple convergence payment gateways. The
regulatory compliance for sanctioning the credit is
based on the gestation period in cultivation and
productivity index in the particular region. The
credit repayment time lag depends on the sale of
agricultural output based on the echelon inventory
system. The interest will be calculated based on the
crop cultivation stages rather than fixed periods. The
risk coverage premium will be paid once for a single
cultivation system. The joint liability of recovering the
credit vested with Self-help Groups.

This model is a re-engineered model of the ‘nano
financing’ model of Egypt. The Egyptian government
successfully integrated the informal economy
into the formal sector and empower economically
marginalised people through ‘nano’ financing
mechanisms that improve their living conditions. (The
Arab Weekly, Jan 12, 2020)

Viability of new financial product

Independent of the above two stages, a survey
was conducted among the 127 Primary Agricultural
cooperative bank mangers. A panel of seven primary
cooperative bank managers was interviewed. The
problem of cash crunch is attributed to many factors.
The factor component analysis carried among the
responses from the 127 cooperative bank managers
revealed that under-reporting of credit exposure,
refinancing from banks, uncontrollable costs, risk
mitigation strategies and risk compliance are the
reasons for a cash crunch. 68 cooperative bank
managers are having a favourable opinion that
cash crunch issues with relate to working capital
management can be reduced if the risk mitigation
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process will be taken over by Self-help groups.
121 cooperative bank managers are favourable
towards the conversion of cooperative banks into
small banking companies, because of the integration
of microfinance with the core banking system. There
is a significant agreement between the opinion of the
cooperative members between the loan recovery
process and the product features such as supply
chain credit, micro-venture credit with the loan
redemption remittance system. Hence, we conclude
that - to decrease the loan delinquency cost in
loan redemption; the new financial product should
focus on supply chain credit, micro- venture credit
and flexible interest payment system.

Conclusion

Innovative financial products like micro-ventures are
essential for the upliftment of agricultural society.
This can be effectively done by implementing the
microfinance model in the cooperative system. To
implement the microfinance model in co- operative
societies, we must integrate the services of a self-help
group. As the stakeholders are aiming for the value for
credit, the beneficiaries are not only able to redeem
the debt but also able to earn for their livelihood.
Thus, the cash crunch problems in the cooperative
system can be overcome by the microfinance model
and enable to have flawless credit. It enables us to
satisfy the national goal of financial inclusion and
sustainable growth in agriculture. The co-operative
model that integrates microfinance is also used for
cross subsiding the transaction cost incurred in
the agriculture loans. Hence, we conclude that the
integration of the microfinance model with the credit
delivery system is a ubiquitous way of economic
resurgence in rural economics.

v
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Scheme for Research Fellowship in “Banking Technology”: 2021-22
(Joint initiative of IIBF & IDRBT)

Adoption of technology has changed the contours of banking. The Core Banking Solutions (CBS) opened new vistas.
A customer no longer banks with a branch but with a bank. Banks of today have however moved beyond CBS and have
embraced newer and emerging technologies like Big Data Analytics, Artificial Intelligence, Blockchain, etc. These
technologies have ushered in a metamorphosis of change in the Indian banking landscape and are considered to be a
creative force. Nevertheless, these emerging technologies are not without their challenges. Cyber security assumes
critical importance in an internet-based banking environment. Cyber frauds can happen with global footprints. Research
covering the above emerging technologies would prove to be highly beneficial for the banks.

In the above milieu, the Indian Institute of Banking & Finance (IIBF) and the Institute for Development & Research in
Banking Technology (IDRBT) have taken an initiative to jointly announce a ‘“Research Fellowship in Banking
Technology” in 2019.

About IIBF

Indian Institute of Banking & Finance (IIBF), formerly known as The Indian Institute of Bankers (IIB), is a professional
body of banks, financial institutions and their employees in India. Since its inception in 1928, IIBF has emerged as a
premier institute in banking and finance education for those employed as well as seeking employment in the sector,
aiming for professional excellence.

About IDRBT

The Institute for Development and Research in Banking Technology (IDRBT) was established by Reserve Bank of India
in March 1996 as an Autonomous Centre for Development and Research in Banking Technology. Over the years, the
institute has positioned itself at the intersection of academia and industry by focussing on applied research in various
areas of technology directly relevant to the banking and financial sector and reaching it to banks through training,
publications, banking technology forums, and consultancy.

Themes or Thrust Areas
The research fellowship in Banking Technology, a joint initiative of IIBF and IDRBT, aims to sponsor technically and
economically feasible technology research projects which has the potential to contribute significantly to the Banking
and Financial Sector. Research proposals, focussed on the following thrust areas of Banking Technology, are invited:
e Cyber Security
Analytics
Mobile Banking
Emerging Technologies
Payment Systems

Research Proposal:
The research proposal submitted should, inter alia, with technology at its core, focus on the research objective/s,
hypothesis, research design, methodology, execution plan and deliverables of the proposed project.

Eligibility

Teams sponsored/identified by research organisations/institutes, as well as individuals working in Banks/Fin-Tech
Companies/corporates/research organisations/institutions having a proven track record, are eligible to apply. If the
research is undertaken by individuals, the proposal should be routed through their organizations after taking requisite
permission, wherever applicable.

The staff / faculty members of IIBF and IDRBT are not permitted to apply for the research fellowship.

Time frame:

The final research report should be submitted within a maximum period of six months from the time the project is
awarded. In case of delay in submission of report, the award may be forfeited.

During the period of six months, the awardee can avail the infrastructural facilities available at IDRBT for a maximum
period of four weeks. This phase which will be available twice during the six-month period, can be used by the awardee
to carry out his/her research, test the same in simulated conditions, interact with the faculty of IDRBT and with
CTOs/CISOs of banks and financial institutions. IDRBT may provide suitable mentoring and guidance to the researcher
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for accomplishment of his/her project. IDRBT may also provide logistic support to the research candidate. Costs to be
incurred in this connection will be borne by the researcher.

Candidates may highlight in their proposal their tentative plan to avail the mentorship and facilities at IDRBT and how
it will enhance their work.

A mid-term review of the project should be submitted within a maximum period of 4 months, which will be reviewed
and suggestions for improvements made, if any, should be incorporated in the final report.

Evaluation:

Research proposals, which should be amenable for implementation on ground, will be evaluated in terms of its objective,
relevance, technical contribution and methodology. All the research proposals will be examined for its suitability and
the final selection will be made after the short-listed researchers make a presentation to the committee jointly formed
by IIBF & IDRBT. Final report should clearly mention key action points for policy makers for implementing the project.

Research Grant:

The selected research project which carries a cash award of Rs.5,00,000/- (Rupees Five lakhs only) will be fully funded
by the Institute. On commencement of the project, a part (25%) of the award money may be given by way of advance,
based on the request of the researcher.

On completion of the project, the researcher will be called to make a final presentation of his/her work done before the
committee jointly formed by IIBF & IDRBT. The committee may also include CTOs/CISOs of banks and financial
institutions. The balance of the research grant will be disbursed only on acceptance of the final report. In case a report
is found unacceptable during the final review, the research organization / researcher will not be paid the balance amount.
In case, a research organization/researcher abandons the project mid-way, they would be required to refund the advance
availed together with interest at the prevailing MCLR of the State Bank of India (SBI).

Research report:
It should be comprehensive covering all aspects described in the research proposal.

Submission

Applicant research organizations/researchers are required to submit soft copy of the proposals in English MS Word file
along with a brief biodata highlighting their experience in conducting sim ilar research and forwarding letter from the
employer at kratika@iibf.org.in

The last date for submitting the proposals under this scheme is 31-01-2022 .

Applicants must mention following details on the front page of their proposals:
Name:

Topic:

Objective of Research:

Designation & Employer:
Correspondence address:

Mobile no. /Landline no.
Email ID:

Qualification/s

The Director of Academic Affairs,

Indian Institute of Banking & Finance,
Kohinoor City, Commercial-II,
Tower-1, 2nd Floor, Behind Kohinoor Mall,
Off. L.B.S. Marg, Kurla (West), Mumbai-400 070
Tel.: 022-68507000/68507033/68507011
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Indian Institute of Banking & Finance

Macro Research: 2021-22

Indian Institute of Banking & Finance (Estd: 1928) is working with a mission "to develop professionally qualified
competent bankers and finance professionals primarily through a process of education, training, examination,
consultancy/counselling and continuing professional development programmes. One of the objectives of the Institute
is to promote research relating to Operations, Products, Instruments, Processes, etc. in Banking and Finance and to
encourage innovation and creativity among banking and finance professionals. With this in view, in 2003, the
Institute had started to fund research studies on selected areas in banking and finance, known as 'Macro Research',
the term macro suggesting the scope of the research and to distinguish it from the other research initiative of the
Institute namely the 'Micro Research'. Under the Macro Research scheme, the Institute invites proposals from
research scholars from universities, colleges and banks to take up research in identified areas.

Topics for Macro Research:

The Institute encourages empirical research in which, the researchers can test their hypothesis through data
(primary/secondary) from which, lessons can be drawn for the industry (banking & finance) as a whole. In this regard,
the Institute invites Macro Research Proposals for the year 2021-22 on the following topics. (See important clause
on copyrights below')

Impact of EASE Reforms on Banking
Impact of COVID on Banking

Climate change and banking

Customer complaints redressal mechanism in India & abroad
Changing role of NBFCs

Competency Mapping & Succession planning in Banks

‘Who can participate?

Teams sponsored/identified by research organizations/institutes, as well as individuals presently serving in
banks/corporates/research organizations/institutions having a proven track record, are eligible to apply. Research
proposals from bankers are specially encouraged. The individuals applying under this scheme should not be more
than 58 years as on 31.01.2022.

The winners of the macro research award during the last three years (2020-21, 2019-20 and 2018-19) are not
eligible to apply for the research award. Also, those winners of macro research who have been awarded twice
in the past 10 years are not eligible to apply. If the research is undertaken by individuals, the proposal should be
routed through their organizations after taking requisite permission, wherever applicable.

Research Proposal:
The Research Proposal/s submitted should, among others, focus on the research objective/s, hypothesis, research
design, methodology and execution plan of the proposed project.

Evaluation:
The Research proposals will be evaluated in terms of its objective, relevance and methodology. Action points flowing
from the research for policy making, should be clearly listed out in the final research report to be submitted. The

1 Candidates may please note that copying materials as it is from various sources should completely be avoided. Wherever information used in the proposal/report is
taken from other sources, the author should acknowledge and provide complete reference of the source. It should be ensured that there is no violation of copyrights, if
any.
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track record of the research organizations/researchers submitting the proposal is also taken into account for awarding
the research. All the research proposals will be prima facie considered for suitability and final selection will be made
after the short listed researchers make a presentation to the members of the Research Advisory Committee (RAC) of
the Institute.

Research Grant:

The selected research project carries a cash award of Rs.2,50,000/- (Rupees two lakh and fifty thousand only). On
commencement of the project a part (25%) of the award money will be given by way of advance as per the request
of the researcher. The balance will be disbursed only on acceptance of the final report. In case a report is found
unacceptable during the midterm review and final review, the research organization / researcher will not be paid the
balance amount. In case a research organization/researcher abandons the project mid-way, they would be required to
refund the advance availed together with interest at the prevailing MCLR of the State Bank of India (SBI).

Size of research report:
Around 200-250 pages

Time frame:

After completing the research work, the final research report should be submitted within a maximum period of six
months from the time the project is awarded. In case of delay in submission of report, the award may be forfeited.
The copyrights of the report will lie with IIBF.

Applicant research organizations/researchers are required to submit typed proposals in English along with a brief
bio-data highlighting their experience in conducting similar research. The front page of the proposal should contain
following details:

Name

Designation

Address
E-mail
Phone No.

Title of Research
Proposal

Major Objective/s of
Research

The last date for submission of the proposal is 31*" January 2022. The soft copy of the proposals can be sent at
Kkratika@iibf.org.in

The Director of Academic Affairs,
Indian Institute of Banking & Finance,
Kohinoor City, Commercial-II,
Tower-1, 2" Floor, Behind Kohinoor Mall,
Off. L.B.S. Marg, Kurla (West), Mumbai-400 070
Phone: 022 - 022-68507000/68507033/68507011
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MICRO RESEARCH PAPERS: 2021-22

Indian Institute of Banking & Finance (formerly The Indian Institute of Bankers) was established in 1928
and is working with a mission “to develop professionally qualified competent bankers and finance
professionals primarily through a process of education, training, examination, consultancy/ counselling and
continuing professional development programmes”. One of the objectives of the Institute is to promote
research relating to operations, products, instruments, processes, etc. in banking and finance and encourage
innovation and creativity among banking and finance professionals. ‘Micro Research’ is a sort of an essay
competition for members of the Institute (bankers) to present their original ideas, thoughts and best practices
on areas of their interest. This initiative was started in 2004-05. Since then, the Institute invites Micro
Research papers every year, on topics identified by the Research Advisory Committee of the Institute.

The competition is open to life members of IIBF, who are presently working in banks and financial
institutions. In this regard, the Institute invites Micro Research papers for the year 2021-22 on the following
topics. (See important clause on copyrights below')

Retail investors in Government securities market
In future we need banking not banks...
Disintermediation — Changing dynamics

Central Bank Digital Currency — Way forward
Audit as a line of defence

Progress in ESG Finance

The essays/papers will be judged on their content/relevance and originality. The authors of the accepted
papers will be rewarded with a citation and cash prize ranging from Rs. 5,000/- to Rs. 15,000/- depending
on the merit of the paper. The copyrights of the selected essays/papers will lie with IIBF.

All the interested members of the Institute may submit the soft copy of the Micro Research papers in English
with the word limit of 5000 words or 10 — 12 pages (A4/ Times New Roman / Font size 12) in MS Word
format through email to kratika@iibf.org.in

The last date for submission of the paper is 31t January, 2022.

Applicants must mention following details on the front page of their papers:
Name:

Membership No.:

Topic:

Designation & Employer:
Correspondence address:

Mobile no. /Landline no.
Email ID:

Applications without membership numbers/incomplete details will not be considered.

Phone: 022 - 022-68507000/68507033/68507011

1 Candidates may please note that copying materials as it is from various sources should completely be avoided. Wherever information used in the essay is taken from
other sources, the author should acknowledge and provide complete reference of the source. It should be ensured that there is no violation of copyrights, if any.
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DECLARATION FORM

The Editor,

Bank Quest,
Indian Institute of Banking & Finance, Kohinoor City, Commercial Il,
Tower I, 2nd Floor, Kirol Road, Kurla (W), Mumbai - 400 070.

Dear Sir / Madam,
Re : Publication of my article

| have submitted an “ ” for
publication at your quarterly journal Bank Quest.

In this connection this is to declare and undertake that the said article is my original work
and that | am the author of the same. No part of the said article either infringes or violates
any existing copyright or any rules there under.

Further, | hereby agree and undertake without any demur: to indemnify and keep the
Institute (IIBF) indemnified against all actions, suits, proceedings, claims, demands,
damages, legal fees and costs incurred by the Institute arising out of infringement of any
copyright /IPR violation.

Yours faithfully,
( )
Author

Name

Designation :

Organisation :
Address

Tel. No.
E-mail ID

Signature

Date
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lIBF - PUBLICATION LIST

Edition

Published By

Price (Rs.)

27 | Certificate Examination English Customer Service & Banking 2017 M/s Taxmann Publications | Rs. 525/-
in Customer Service Codes and Standards Pvt. Ltd.
& Banking Codes and
Standards

28 | Certificate Examination in | English IT Security 2016 M/s Taxmann Publications | Rs. 425/-
IT Security Pvt. Ltd.

29 | Certificate Examination English Micro Small & Medium 2017 M/s Taxmann Publications | Rs. 375/-
in MSME Finance for Enterprises in India Pvt. Ltd.
Bankers

30 | Certificate Examination in | Hindi Anti-Money Laundering & Know 2014 M/s Taxmann Publications | Rs. 245/-
Anti-Money Laundering & Your Customer (Hindi) Pvt. Ltd.
Know Your Customer

31 | Certificate Examination in | English Rural Banking Operation 2017 M/s Taxmann Publications | Rs.545/-
Rural Banking Operation Pvt. Ltd.

32 | Certificate Banking English Compliance in Banks 2017 M/s Taxmann Publications | Rs.1,135/-
Compliance Professional Pvt. Ltd.
Course

33 | Certified Information English Information System for Banks 2017 M/s Taxmann Publications | Rs. 645/-
System Banker Pvt. Ltd.

34 | Certificate Examination English International Trade Finance 2017 M/s Taxmann Publications | Rs. 255/-
in International Trade Pvt. Ltd.
Finance

35 | Diploma Examination in English Treasury, Investment and Risk 2017 M/s Taxmann Publications | Rs. 595/-
Treasury, Investment and Management Pvt. Ltd.
Risk Management

36 | Advance Wealth English Introduction to Financial Planning | 2017 M/s Taxmann Publications | Rs.390/-
Management Course Pvt. Ltd.

37 | Advance Wealth English Risk Analysis, Insurance and 2017 M/s Taxmann Publications | Rs. 240/-
Management Course Retirement Planning Pvt. Ltd.

38 | Advance Wealth English Investment Planning, Tax Planning | 2017 M/s Taxmann Publications | Rs. 420/-
Management Course & Estate Planning Pvt. Ltd.

39 | Certificate Examination in | English Anti-Money Laundering & Know 2017 M/s Macmillan India Ltd. Rs. 325/-
Anti-Money Laundering & Your Customer
Know Your Customer

40 | Certificate Examination English Prevention of Cyber Crimes & 2017 M/s Macmillan India Ltd. Rs. 245/--
in Prevention of Fraud Management
Cyber Crimes & Fraud
Management

41 | Diploma in International | English International Banking Operations | 2017 M/s Macmillan India Ltd. Rs. 285/-
Banking & Finance

42 | Diploma in International | English International Corporate Finance 2017 M/s Macmillan India Ltd. Rs. 290/-
Banking & Finance

43 | Diploma in International | English International Banking-Legal & 2017 M/s Macmillan India Ltd. Rs. 245/-
Banking & Finance Regulatory Aspects

44 | Diploma in Banking English Information Technology, Data 2017 M/s Macmillan India Ltd. Rs. 435/-
Technology Communication & Electronic

Banking
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45 | Diploma in Banking English Design, Development & 2017 M/s Macmillan India Ltd. Rs. 338/-
Technology Implementation of Information
System
46 | Diploma in Banking English Security in Electronic Banking 2017 M/s Macmillan India Ltd. Rs. 314/-
Technology
47 | Diploma in Retail Banking | English Retail Liability Product & Other 2017 M/s Macmillan India Ltd. Rs. 380/-
Related Services
48 | Diploma in Retail Banking | English Retail Assets Product & Other 2017 M/s Macmillan India Ltd. Rs. 360/-
Related Services
49 | Certificate Examination English Foreign Exchange Facilities for 2017 M/s Macmillan India Ltd. Rs. 473/-
in Foreign Exchange Individual
Facilities for Individuals
50 | Certificate Course for English Non-banking Financial Companies | 2017 M/s Taxmann Publications | Rs. 615/-
Non-banking Financial Pvt. Ltd.
Companies
51 | Certified Credit English Banker’s Hand Book on Credit 2018 M/s Taxmann Publications | Rs. 990/-
Professional Management Pvt. Ltd.
52 | Certified Accounting and | English Bankers’ Handbook on Accounting | 2018 M/s Taxmann Publications | Rs. 660/-
Audit Professional Pvt. Ltd.
53 | Certified Accounting and | English Bankers’ Handbook on Auditing 2018 M/s Taxmann Publications | Rs. 750/-
Audit Professional Pvt. Ltd.
54 | Certificate Examination English Small Finance Banks 2018 M/s Taxmann Publications | Rs. 865/-
for Small Finance Banks Pvt. Ltd.
55 | Certificate Examination Hindi Lagu Vittya Bank 2019 M/s Taxmann Publications | Rs. 870/-
for Small Finance Banks Pvt. Ltd.
56 | Certificate Course in English Ethics in Banking 2018 M/s Taxmann Publications | Rs. 475/-
Ethics in Banking Pvt. Ltd.
57 | Certificate Examination English Hand Book on Debt Recovery 2017 M/s Taxmann Publications | Rs 325/-
for Debt Recovery Agents Pvt. Ltd.
/ DRA Tele-callers
58 | Certificate Examination Hindi Hand Book on Debt Recovery 2018 M/s Taxmann Publications | Rs 400/-
for Debt Recovery Agents Pvt. Ltd.
/ DRA Tele-callers
59 | Certificate Examination Tamil Hand Book on debt. Recovery in 2019 M/s Taxmann Publications | Rs. 470/-
for Debt Recovery Agents Tamil Pvt. Ltd.
/ DRA Tele-callers
60 | Certificate Examination Malayalam | Hand Book on debt. Recovery in 2009 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Malayalam Pvt. Ltd.
/ DRA Tele-callers
61 | Certificate Examination Bengali Hand Book on debt. Recovery in 2010 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Bengali Pvt. Ltd.
/ DRA Tele-callers
62 | Certificate Examination Kannada Hand Book on debt. Recovery in 2010 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Kannada Put. Ltd.
/ DRA Tele-callers
63 | Certificate Examination Assamese Hand Book on debt. Recovery in 2010 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Assamese Pvt. Ltd.
/ DRA Tele-callers
64 | Certificate Examination Marathi Hand Book on debt. Recovery in 2019 M/s Taxmann Publications | Rs. 400/-
for Debt Recovery Agents Marathi Pvt. Ltd.
/ DRA Tele-callers
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65 | Certificate Examination English Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 500/-
for Business Facilitators/ Correspondents Pvt. Ltd.
Business Correspondents

66 | Certificate Examination Hindi Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 540/-
for Business Facilitators/ Correspondents in Hindi Pvt. Ltd.
Business Correspondents

67 | Certificate Examination Kannada Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 540/-
for Business Facilitators/ Correspondents in Kannada Pvt. Ltd.
Business Correspondents

68 | Certificate Examination Oriya Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 530/-
for Business Facilitators/ Correspondents in Oriya Pvt. Ltd.
Business Correspondents

69 | Certificate Examination Gujarati Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 500/-
for Business Facilitators/ Correspondents in Gujarati Pvt. Ltd.
Business Correspondents

70 | Certificate Examination Marathi Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 475/-
for Business Facilitators/ Correspondents in Marathi Pvt. Ltd.
Business Correspondents

71 | Certificate Examination Bengali Inclusive Growth Thro’ Business 2018 M/s Taxmann Publications | Rs. 540/-
for Business Facilitators/ correspondence in Bengali Pvt. Ltd.
Business Correspondents

72 | Certificate Examination Telugu Inclusive Growth Thro’ Business 2018 M/s Taxmann Publications | Rs. 570/-
for Business Facilitators/ correspondence in Telugu Pvt. Ltd.
Business Correspondents

73 | Certificate Examination Tamil Inclusive Banking thro’ Business | 2018 M/s Taxmann Publications | Rs. 730/-
for Business Facilitators/ correspondent in Tamil Pvt. Ltd.
Business Correspondents

74 | Certificate Examination Assamese Inclusive Banking thro’ Business | 2018 M/s Taxmann Publications | Rs. 520/-
for Business Facilitators/ correspondent in Assameese Pvt. Ltd.
Business Correspondents

75 | Certificate Examination Malayalam | Inclusive Banking thro’ Business | 2018 M/s Taxmann Publications | Rs. 650/-
for Business Facilitators/ correspondent in Malayalam Pvt. Ltd.
Business Correspondents

76 | Certificate Examination in | Hindi IT Suraksha (Hindi) 2019 M/s Taxmann Publications | Rs. 400/-
IT Security Pvt. Ltd.

77 | Certificate Examination English Inclusive Banking Thro’ BC 2019 M/s Taxmann Publications | Rs. 345/-
Payment Banking (Payment Bank - English) Pvt. Ltd.

78 | Certificate Examination Hindi Inclusive Banking Thro’ BC 2019 M/s Taxmann Publications | Rs. 345/-
Payment Banking (Payment Bank - Hindi) Pvt. Ltd.

79 | Certificate Course on English Insolvency and Bankruptcy code | 2020 M/s Taxmann Publications | Rs.400/-
Resolution of Stressed Pvt. Ltd.
Assets with Special
Emphasis on Insolvency
and Bankruptcy code
2016 for Banks

80 | Certificate examination Hindi Rinn Prabandhan Par Banker 2021 M/s Taxmann Publications | Rs.975/-
for Rinn Prabnadhan Par Pustika Pvt. Ltd.
bankers Pustika 2021

81 | Certificate / Diploma English Strategic Management & 2021 M/s Macmillan India Ltd. Rs.450/-
Examination Innovations in Banking




